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EXECUTIVE SUMMARY
ARIZONA~AMERICAN WATER COMPANY

DOCKET NOS. W-01303A-08-0227 AND SW-01303A--8-0227

Arizona-American Water Company ("AAWC" or "Company") is a certificated Arizona public
service corporation that provided wastewater utility service in various communities throughout
the state. This proceeding originally included 10 of the Company's systems but the Company
withdrew 3 of them, leaving 7 systems. The case is for the test year ended December 3 l, 2007.

On May 1, 2008, AAWC filed an application for a permanent rate increase. The Company
requested the following increases for the 7 systems in this case.

Agua Fria Water District:

Agua Fria Water District proposed an increase of $9,192,303, or 48.8 percent, revenue increase
from $18,818,613 to $28,010,816. The proposed revenue increase would produce an operating
income of $8,146,017 for an 8.40 percent rate of return on an original cost rate base ("OCRB")
of $96,976,395. Staffs revenue requirement of $21,746,549 represents an increase of
$2,927,935, or 15.6 percent, for a 7.34 percent rate of return on a Staff adjusted OCRB of
original cost rate base of $62,858,663 .

Havasu Water District:

Havasu Water District proposed an increase of $815,803, or 79.5 percent, revenue increase from
$1,026,587 to $1,842,390 The proposed revenue increase would produce an operating income
of $354,604 for an 8.40 percent rate of return on an OCRB of $4,2214474. Staffs revenue
requirement of $1,448,116 represents an increase of $1,026,586, or 41.0 percent, for a 7.34
percent rate of return on a Staff adjusted OCRB of original cost rate base of $4,062,403 .

Mohave Water District:

Mohave Water District proposed an increase of $1,665,410, or 32.4 percent, revenue increase
from $5,113,631 to $6,779,04l. The proposed revenue increase would produce an operating
income of $1,011,470 for an 8.40 percent rate of return on an OCRB of $12,041,310. Staffs
revenue requirement of $5,323,533 represents an increase of $209,902, or 4.10 percent, for a
7.34 percent rate of return on a Staff adjusted OCRB of original cost rate base of $8,895,471

Mohave Wastewater District:

Mohave Wastewater District proposed an increase of $642,148, or 80.7 percent, revenue increase
from $796,161 to $1,438,309 The proposed revenue increase would produce an operating
income of $398,173 for an 8.40 percent rate of return on an OCRB of $4,740,149 Staffs
revenue requirement of $796,161 represents an increase of SO, or 0.00 percent. This amount is
intended to cover the company's expenses and cannot be compared with this system's rate base
which is negative after Staff s adjustments.



Paradise Valley Water District:

Paradise Valley Water District proposed an increase of $3,lOl,550, or 39.5 percent, revenue
increase from $7,848,732 to $10,950,282 The proposed revenue increase would produce an
operating income of $3,432,659 an 8.40 percent rate of return on an OCRB of $40,864,986
Staffs revenue requirement of $9,643,480 represents an increase of $l,749,748, or 4.10 percent,
for a 22.87 percent rate of return on a Staff adjusted OCRB of original cost rate base of
$39,012,577.

Sun City West Water District:

Sun City West Water District proposed an increase of $4,276,305, or 75.0 percent, revenue
increase from $5,701,431 to $9,977,736. The proposed revenue increase would produce an
operating income of $3,183,691 for an 8.40 percent rate of return on an OCRB of $37,901,085
Staffs revenue requirement of $9,104,518 represents an increase of $3,403,087, or 59.69
percent, for a 7.34 percent rate of return on a Staff adjusted OCRB of original cost rate base of
$37,264,959

Tubac Water District:

Tubac Water District proposed an increase of $278,214, or 65.2 percent, revenue increase from
$426,900 to $705,114. The proposed revenue increase would produce an operating income of
$128,306 for an 8.40 percent rate of return on an OCRB of $1,527,454. Staff's revenue
requirement of $626,781 represents an increase of $199,881, or 46.82 percent, for a 7.34 percent
rate of return on a Staff adjusted OCRB of original cost rate base of $1,240,183.
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1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My name is Gerald Becker. I am a Public Utilities Analyst V employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("StafF').

My business address is 1200 West Washington Street, Phoenix, Arizona 85007 .

6

7 Q~ Briefly describe your responsibilities as a Public Utilities Analyst V.

8 I am responsible for the examination and verification of financial and statistical

9

10

11

information included in utility rate applications. In addition, I develop revenue

requirements, prepare written reports, testimonies, and schedules that include Staff

recommendations to the Commission. I am also responsible for testifying at formal

12 hearings on these matters.

13

14

15

Q, Please describe your educational background and professional experience.

16

I received a Masters of Business Administration with an emphasis in Accounting from

Pace University. I am a Certified Public Accountant and a Certified Internal Auditor.

17

18

19

I have participated in multiple rate, financing and other regulatory proceedings. I attended

the National Association of Regulatory Utility Commissioners ("NARUC") Utilities Rate

20 School.

21

22

23

24

25

26

A.

A.

A.

I began employment with the Commission as a utilities regulatory analyst in April 2006.

Prior to joining the Commission, I worked as an Auditor at the Department of Economic

Security and Department of Revenue in the Taxpayer Assistance Section. Prior to those

jobs, I worked for 15 years as an Auditor, Analyst, Financial Analyst, and Budget

Manager at United Illuminating, an investor owned electric company in New Haven, CT.
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1 Q- What is the scope of your testimony in this case?

2

3

4

5

6

I am presenting Staffs analysis and recommendations in the areas of rate base and revenue

requirement, regarding Arizona-American Water Company ("AAWC" or "Company")

application for a permanent rate increase. Staff witness Gary McMuny is presenting

Staffs analysis of operating revenues and expenses, Staff witness David Parcell is

presenting Staffs cost of capital recommendations. Staff witness Marvin Millsap is

7 Staff witness Dorothy Hairs is presenting

8

presenting rate design recommendations.

Staffs engineering analysis and recommendations.

9

10 Q» What is the basis of your recommendations?

11

12

13

I performed a regulatory audit of AAWC's application to determine whether sufficient,

relevant, and reliable evidence exists to support the Company's requested rate increase.

and testing the financial information,

14

15

The regulatory audit consisted of examining

accounting records, and other supporting documentation and verifying that the accounting

principles applied were in accordance with the Commission adopted NARUC Uniform

16 System of Accounts ("USOA").

17

18 BACKGROUND

19 Q~ Please review the background of this application.

20

21

AWW is a holding company whose major subsidiaries provide water and wastewater

services in 19 states. AWW is the largest investor-owned water and wastewater company

22 in the United States.

23

24

25

26

A.

A.

A.

AWW has undertaken several ownership changes over the past several years. Until 2003,

AWW was a publicly-traded company headquartered in Voorhees, N.J. In 2003, AWW's

stock was acquired by RWE Aktiengesellschaft ("RWE") (a German company) and
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1 became a whole-owned subsidiary of RWE. In 2005, RWE announced its intention to exit

2 is water activities in the U.S. and elsewhere and, in connection with this, sold

3

4

5

6

7

approximately 63.2 million shares in an initial public offering ("IPO") of AWW's shares.

This sale amounted to approximately 40 percent of AWW's shares now being owned by

the investing public and the remaining 60 still owned by RWE. RWE intends to divest its

remaining ownership of AWW through the consummation of additional public offerings in

the future as dictated by market conditions.

8

9

10

11

As noted above, AWW owns a number of water and wastewater subsidiaries that operate

in 32 states throughout the U.S. One of these is AAWC. AWW also owns non-regulated

subsidiaries. AWW raises debt capital for its subsidiaries through its financing subsidiary

12 American Water Capital Corp.

13

14

15

16

The application is for 6 water systems and 1 wastewater system owned by AAWC. Those

systems include Agua Fria Water, Havasu Water, Mohave Water, Mohave Wastewater,

Paradise Valley Water, Sun City West Water, and Tubae Water.

17

18 Q. What are the primary reasons for the Company's requested permanent rate

19 increase?

20

21

22

23

24

25

A. The Company's application states that the tiling complies with the filing requirements

established by the Commission in Decision Nos. 68825, 69173, 69181, and 69396. The

Company further states that it has lost nearly $30 million since AWW purchased the assets

of Citizens Water Resources in 2002 and that it lost $4.6 million in 2007. The Company

states that the Commission concluded that the Company's times interest earned ratio

("TIER") was 0.44. The Company further states that despite an equity infusion of $15



Direct Testimony of Gerald Becker
Docket No. W-01303A-08-0227 et al
Page 4

1

2

million in 2007, its TIER had further plummeted to 0.072. The Company states that a

TIER of 1.0 is not sustainable in the long term.

3

4

5

6

CONSUMER SERVICE

Q, Please provide a brief history of customer complaints received by the Commission

regarding AAWC.

7

8

9

10

Staff reviewed the Commission's records for the period January 1, 2006 through January

8, 2009 and found:

11

For Agua Fria Water District, there were 34 complaints and 17 opinions, all opposed to

the rate increase.

12

13

14

For the Havasu Water District, there were 34 complaints and 8 opinions, all opposed to the

rate increase.

15

16

17

18

19

20

For the Mohave Water and Wastewater Districts, there were 51 complaints and 333

opinions, all opposed to the rate increase.

For the Paradise Valley Water District, there were 65 complaints and 12 opinions, all

opposed to the rate increase.

21

22

23

For the Sun City West Water Distn'ct, there were 60 complaints and 9 opinions, all

opposed to the rate increase.

24

25

26

A.

For the Tubae Water District, there were 3 complaints and 2 opinions, all opposed to the

rate increase.
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1 SUMMARY OF PROPOSED REVENUES

2 Q- Please summarize the Company's filing.

3

4

5

The Company proposes total annual operating revenue of $59,693,715 for the systems in

this case. This represents an increase of $19,961,660, or 50.2 percent, over Test Year

revenue of $39,732,055. The amounts for each system are shown below.

6

Company Proposed

AF Water
Havasu
Mohave Water
Mohave Wastewater
Paradise Valley
Sun City West Water
Tubac

Overall

Test Year
$18,818,613
$ 1,026,587
$ 5,113,631
$ 796,161
$ 7,848,732
$ 5,701,431
$ 426,900

$ 39,732,055

Company Proposed
s 28,010,843
$ 1,842,390
s 6,769,041
$ 1,438,309
S 10,950,282
$ 9,977,736
$ 705,114

$ 59,693,715

$$ Increase
$ 9,192,203
$ 815,803
$ 1,655,410
$ 642,148
$ 3,101,550
$4,276,305
s 278,214

$19,961,633

% Increase
48.8%
79.5%
32.4%
80.7%
39.5%
75.0%
65.2%

50.2%

7

8 Q- Please summarize Staff's recommended revenue.

9

10

Staff s recommends a revenue requirement of $48,528,678 This represents an increase of

$8,796,623, or 22.1 percent. The amounts for each system are shown below.

11

Staff Recommended

AF Water
Havasu
Mohave Water
Mohave Wastewater
Paradise Valley
Sun City West Water

Tubac

Overall

Test Year
S 18,818,613
$ 1,026,587
$ 5,113,631
s 796,161
$ 7,848,732
s 5,701,431
$ 426,900

$ 39,732,055

Staff
Recommended
$ 21,746,548
$ 1,448,117
s 5,323,533
$ 796,161
S 9,643,480

S 9,104,518
$ 626,781

$ 48,532,000

$$ Increase

S 2,927,935
S 421,530
$ 209,902
3 _

$ 1,794,748
s 3,403,087
s 199,881

$ 8,801,945

% Increase
15.6%
41.1%
4.1%
0.0%
22.9%
59.7%
46.82%

22.2%

12

13

14

The above proposed and recommended revenue increase would apply to the customers of

each system as shown below:

15

A.

A.
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1 Below is a description of the Revenue Requirement:

2

3

4

Agua Fria Water District:

5

6

7

8

9

10

Agua Fria Water proposed a $9,192,303, or 48.8 percent, revenue increase from

$18,818,613 to $28,010,816. The proposed revenue increase would produce an operating

income of $8,146,017 for an 8.40 percent rate of return on an original cost rate base

("OCRB") of $96,976,395. Staffs revenue requirement of $21,746,549 represents an

increase of $2,927,935, or 15.6 percent, for a 7.34 percent rate of return on a Staff

adjusted OCRB of original cost rate base of $62,858,663 .

11

12

13

Havasu Water District:

14

15

Havasu Water proposed a $815,803, or 79.5 percent, revenue increase from $1,026,587 to

$1,842,390 The proposed revenue increase would produce an operating income of

$354,604 for an 8.40 percent rate of return on an OCRB of $4,221,474. Staff's revenue

requirement of $1,448,116 represents an increase of $1,026,586, or 41.0 percent, for a

7.34 percent rate of return on a Staff adjusted OCIU3 of original cost rate base of

$4,062,403.

16

17

18

19

20

21

22

Mohave Water District:

23

24

25

Mohave Water proposed a $1,6654410, or 32.4 percent, revenue increase from $5,113,631

to $6,779,041. The proposed revenue increase would produce an operating income of

331,011,470 for an 8.40 percent rate ofretum on an OCRB of $12,041,310. Staffs revenue
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1

2

requirement of $5,323,533 represents an increase of $209,902, or 4.10 percent, for a 7.34

percent rate of return on a Staff adjusted OCRB of original cost rate base of $8,895,477.

3

4 Mohave Wastewater District:

5

6

7

8

9

10

11

12

Mohave Wastewater proposed a $642,148, or 80.7 percent, revenue increase from

$796,161 to $1,438,309 The proposed revenue increase would produce an operating

income of $398,173 for an 8.40 percent rate of return on an OCRB of $4,740,149 Staffs

revenue requirement of $796,161 represents an increase of $0, or 0.00 percent. This

amount is intended to cover the company's expenses and cannot be compared with this

system's rate base which is negative after Staffs adjustments. For these reasons, the

accompanying schedules regarding revenue requirements are for informational purposes

13 only.

14

15 Paradise Valley Water District:

16

17

18

19

20

21

22

Paradise Valley Water proposed a $3,101,550, or 39.5 percent, revenue increase from

37,848,732 to $10,950,282 The proposed revenue increase would produce an operating

income of $3,432,659 an 8.40 percent rate of return on an OCRB of $40,864,986 Staffs

revenue requirement of $9,643,480 represents an increase of $1,749,748, or 4.10 percent,

for a 22.87 percent rate of return on a Staff adjusted OCRB of original cost rate base of

$39,0l2,5777

23
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1

2

Sun City West Water District:

3

4

5

6

7

8

Sun City West Water proposed a $4,276,305, or 75.0 percent, revenue increase from

$5,701,431 to $9,977,736. The proposed revenue increase would produce an operating

income of $3,183,691 for an 8.40 percent rate of return on an OCRB of $37,901,085

Staffs revenue requirement of $9,104,518 represents an increase of $3,403,087, or 59.69

percent, for a 7.34 percent rate of return on a Staff adjusted OCRB of original cost rate

base 0f$37,264,959.

9

10 Tubae Water District:

11

12

13

14

15

16

Tubac Water proposed a $278,214, or 65.2 percent, revenue increase from $426,900 to

$705,114. The proposed revenue increase would produce an operating income of

$128,306 for an 8.40 percent rate of return on an OCRB of $1,527,454. Staffs revenue

requirement of $626,781 represents an increase of $199,881, or 46.82 percent, for a 7.34

percent rate of return on a Staff adjusted OCRB of original cost rate base of $1,240,813

17

18

19

20

Q- What Test Year did the Company use for this filing?

AAWC's rate filing is based on the twelve months ended December 9, 2005 ("Test

Year").

21

22 Q,

23

Please summarize the rate base and operating income recommendations and

adjustments addressed in your testimony for AAWC.

24 My testimony addresses the following issues:

25

A.

A.
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1

2

3

4

Plant in Service, Accumulated Depreciation. and Advances in Aid of Construction

("AIAC") and Contributions in Aid of Construction ("CIAC") - This adjustment adjusts

Plant in Service, Accumulated Depreciation and associated AIAC for the respective

system based on Staffs review of a sample of the plant activity since the last rate

proceeding.5

6

7

8

9

10

11

Imputed Regulatory AIAC -- This adjustment removes post test year adjustments proposed

by the Company for all systems except Paradise Valley to reflect the intent of Decision

No. 67093. In this case, the Company proposed post test amortization of its Imputed

Regulatory Advances in Aid of Construction ("IR AIAC") but not its Imputed Regulatory

Contributions in Aid of Construction ("IR CIAC").

12

13

14

Working Capital -- These adjustments adjust the cash working capital component of the

overall working capital adjustment to rate base.

15

16 These adjustments adjust the deferred debits that the Company

proposed to be included in its rate base.

Deferred Debits

17

18

19

20

21

White Tanks CWIP - Agua Fria Water system only - This adjustment modifies that $25

million of CWIP that the Company has requested in rate base Of the White Tanks Plant

with an expected in service date of April 2010.

22

23 Post Test Year Plant.- This adjustment removes post test year plant for some systems.

24
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1 RATE BASE ADJUSTMENTS- MULTIPLE SYSTEMS

2 Fair Value Rate Base

3 Q-

4

Did the Company prepare a Schedule showing the elements of Reconstruction Cost

New Rate Base?

5

6

No, the Company did not. The Company requested that its original cost rate base

("OCRB") be treated as its fair value rate base.

7

8

9

10

Rate Base Summary

Q . Please summarize Staffs adjustments to AAWC's rate base shown on Schedules

GWB-3, GWB-3, all GWB-3.

11

12

13

14

Staffs adjustments to the Company's rate base resulted in a net decrease of $45,545,190

from $198,272,854 to $l52,667,455. This decrease was primarily due to removing the

amortization of IR AIAC, recalculating cash working capital, and recalculating deferred

debits. In the Agua Fria Water, Mohave Water and Mohave Wastewater systems, some

post test year plant was removed. In the Agua Fria Water system, Staff removed the

Company's recommended inclusion of $25 million of CWIP for the White Tanks plant

which has an expected in service date of April 2010. A summary of the Company

proposed and Staff recommended rate base amounts is shown below.

15

16

17

18

19

20

21 Q,

22

Rate Base Aayustment No. 1 - Plant in Serviee, accumulated depreciation and AlA C

What did the Company and Staff propose for Plant in Service, Accumulated

Depreciation, and associated AIAC and CIAC?

23 The Company and Staff proposed the following amounts for each system.

24

A.

A.

A.
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Rate Base

AF Water
Havasu
Mohave Water
Mohave Wastewster
Paradise Valley
Sun City West Water
Tubae
Overall

Company
Proposed

$ 96,976,395
$ 4,221 ,474
$12,041 ,310
$ 4,740,149

$40,864,986
$ 37,901 ,088

$1 ,527,454
$198,272,854

Staff
Recommended
$ 62,858,663
$ 4,062,403
$8,895,477
$ (610,468)

$ 38,958,204
$ 37,264,959
$ 1,240,813

$152,675,887

Difference
$ (34,117,732)

$ (159,071 )
$ (3,145,833)
$ (5,350,617)
$ (1 ,852,409)

$ (636,127)
$ (286,641 )

$ (45,596,967)

% Difference
-35.2%

-3.8%
-26.1%

-112.9%
-4.5%
-1 .7%

-18.8%
-23.0%

1

2 Q- What is the nature of StamPs adjustments to Plant, Accumulated Depreciation and

AIAC?3

4

5

6

7

8

9

10

11

12

Staff tested a sample of the capital additions since each respective system's prior case and

determined that the Company was unable to provide the supporting documentation for

some items. In addition, Staff witness Dorothy Hains visited each site and performed a

determination of the plant's used and usefulness as discussed in Staffs Engineering

Report for each system. Accordingly, Staff adjusted the Plant, Accumulated Depreciation

and AIAC balances accordingly as shown on Schedule GWB 3 for each system. Further,

Staff corrected a clerical error made by the Company whereby retirements for Sun City

West Water, Paradise Valley Water, and another system not in this case were made to the

wrong system.

13

14 Rate Base Adjustment No. 2 - Working Capital

Q. Please describe the working capital adjustment to rate base.15

16

17

18

19

20

A.

A. Working capital is a collective temp that typically includes amounts for prepaid expenses,

materials and supplies inventory, and cash working capital. In its summary schedules

filed in Docket, the Company aggregated these items as one line item. Staff Schedules

GWB 3 and GWB 4 provide the composition of the Company's working capital by

component to show the cash working capital component and Staffs recommended
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1

2

adjustments to that component. Staffs adjustments relate to the cash working capital

component only.

3

4 The purpose of calculating a cash working capital amounts is to quantify the amount of

cash that a company needs to operate by analyzing the timing differentials between the

period required for revenues to be realized and collected and the periods between the date

that an expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base.

5

6

7

8

9

10

11 Q- Did the Company supply a lead lag study in this case?

12 Yes.

13

14 Q- Was Staff able to use the Company's study to calculate cash working capital?

15 No.

16

17

18

19

20

Q_ Please explain.

21

Staff reviewed the study and concluded that while the revenue lag days were well

supported by the Company, the Company's expense lag days included therein were not

reliable. Staff further noted that the amounts included as expense amounts in the study did

not agree to the respective expense amounts provided elsewhere in the Company's.

22

23 Q- How did Staff attempt to resolve these concerns?

24

25

26

A.

A.

A.

A. Staff discussed its concerns with Company personnel. The Company agreed that the

expense amounts and lead lag days could not be explained or supported by new or existing

evidence in the case. Staff informed the Company that Staff would create its lead lag
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1

2

3

4

5

6

amount to estimate cash working capital by using Staff adjusted test year expenses in the

present case but would use the lead lag days for expenses as reflected in the Company's

previous case for its Mohave systems in Decision No. 69440. This lead lag study was also

used as the basis of adjustments to Company amounts in two other AAWC cases (W-

01303A-06-0403 and W-01303A-06-0491) which were adopted by the Commission in

Decision Nos. 70372 and 70209, respectively.

Q, Was Staff able to produce its own estimates of cash working capital for each system?

7

8

9

10

11

Yes. As indicated in Schedule GWB-5 for Havasu and Tubac Water and GWB-6 for the

remaining systems, Staff recomputed the cash working capital for each system.

12 Q- What does Staff recommend?

13 Staff recommends approval of the recalculated cash working capital amounts as shown for

each system in Schedules GWB-5 for Agua Fria Water and Tubac Water, and GWB-6 for

the other live systems.

14

15

16

17 Imputed Regulatory Advances (and Imputed Regulatory

18

Rate Base A¢Hustment No. 3

Contributions)

Q. What are Imputed Regulatory Advances and Imputed Regulatory Contributions?19

20 A. Decision No. 63584 authorized the sale of Citizen Assets and the transfer of its Certificate

21

22

23

24

of Convenience and Necessity ("CC&N") to AAWC. The Decision also stipulated that

certain amounts recorded by Citizens as CIAC and AIAC be imputed to AAWC. The IR

CIAC amounts were to be amortized over a period of 10 years. The IR AIAC amounts

were to be amortized over a period of 6.5 years. The original amounts for each system are

shown below:25

26

A.

A.
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1
2
3
4
5
6
7

Sun City West Water
Mohave Water
Mohave Wastewater
Havasu Water
Agua Fria Water
Tubac Water

[R CIAC
$971,578
$2,865,061
$1,458,672
$280,867
$1,973,438
$143,675

[R AIAC
312,151,160
$4,208,406
$745,789
$418,704
$27,835,370
$170,081

8

9

1 0

11

Q- What CIAC adjustment does the Company propose in this rate case?

The Company does not propose an adjustment to amortize the imputed CIAC beyond the

end of the test year ending December 31, 2007.

12

13 Q, Does Staff agree with the Company?

14 Yes. Staff agrees with the Company's proposed treatment of IR CIAC and believes that

IR AIAC should be treated in the same manner as discussed below.15

16

Q- What AIAC adjustment does the Company propose in this rate case?17

18

19

20

The Company proposes an adjustment to amortize the imputed AIAC amount through July

2009.

21

22

23

Q- Does Staff agree with the Company's proposed adjustment?

24

25

26

27

28

29

A.

A.

A.

A. No. The Company's proposed adjustment to July 2009 creates a mismatch between

revenues and expenses, violates the Historical Test Year, and clearly circumvents the

intent of the previous order. Staff s opinion is that it is inappropriate for the Company to

claim additional amortization through some date after the end of the Test Year in this case.

The recognition of post test year amortization through July 2009, creates a mismatch

between revenues and expenses, violates the Historical Test Year and clearly circumvents

the intent of the previous order. Staffs opinion is that it is inappropriate for the Company

to claim additional amortization through some date after the end of the Test Year in this
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case. Staff further notes that the Commission did not approve amortization of post test

year IR AIAC and IR CIAC in Decision No. 70372 dated June 13, 2008, regarding Docket

No. W-01303A-06-0403 (the Company's Anthem Water and Anthem/Agua Fria

Wastewater cases) and Decision No. 70209 dated March 20, 2008, regarding Docket No.

W-01303A-06-0491 (the Company's Sun City and Sun City West Wastewater systems).

Q- What does Staff recommend concerning post test year amortization of Imputed

AIAC amounts?

1

2

3

4

5

6

7

8

9

10

11

12

13

Staff recommends eliminating the Company's post test year adjustments to the Imputed

AIAC balances remaining at the end of the test year. Staff recommends increasing the

Imputed AIAC balance for each system as shown below and as indicated on the related

schedule for each system.

Sun City West Water
Mohave Water
Mohave Wastewater
Havasu Water
Agua Fria Water
Tubac Water

Original
IR AIAC

$12, 151 , 160
$4,208,406

$745,789
$418,704

$27,835,370
$170,081

Balance at
12-31-07
$934,705
$323,724
$57,368
$32,208

$2,106,567
$13,083

Company
Proposed

$-0-
$-0-
$-0-
$-0-
$-0-
$-0-

Staff
Adjustment

$934,705
$323,724
$57,368
$32,208

$2,106,567
$13,083

Rate Base A¢yustment No. 4 - Deferred Debits

Q, What did the Company include in deferred debits?

14

15

16

17

18

19

2 0

21

A.

A. In its deferred debits adjustment to rate base, the Company included a broad group of

items including unrecovered rate case expense from previous proceedings, unamortized

expenses from debt issuances and unusual account balances described by accounting

terms.
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1

2

3

Q- How did Staff evaluate these items?

Staff reviewed the composition of the deferred debits included in each system's rate base

and asked the Company to explain and support their inclusion in rate bases.

4

Q- How did the Company respond?5

6

7

8

9

10

The Company responded that the inclusion of these items in rate base was an oversight on

its part. The Company included a spreadsheet showing that of the $5,950,l11 originally

included the rate base for the systems, $5,351,563 should be removed. A schedule of

these adjustments by system is shown below:

System
Per Co at
12/31/07

Staff
Recommended Adjustment

Agua Fria Water
Havasu Water
Mohave Water
Mohave Wastewater
Paradise Valley Water
Sun City West Water
Tubae Water

$3,529,517
$155,374

$1,749,805
$0

$1,238,398
$(777,486)

$54,503

$208,401
$9,673

$99,833
$ 7,701

$154,761
$114,798

$3,381

($3,321,116)
($145,701)

($1,649,972)
$7,701

($1,083,637)
$892,284
(51,122)

Totals $5,950,111 $598,548 $5,3515563

Q. What does Staff recommend?

1 1

1 2

13

1 4

15

A.

A.

A. Staff agrees with the revised amounts provided by the Company and has posted these

adjustments on Schedules GWB 3 and GWB 4 for each respective system.
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1

2

3

4

RATE BASE ADJUSTMENTS- AF WATER SYSTEMS

Rate Base Adjustment No. 5 - AF System $25 million of CWIP in Rate Base

Q. What did the Company propose for the White Tanks Plant?

A. The Company proposes inclusion of $25 million of CWIP associated with the White

Tanks treatment plant. To date, the plant is not yet in service and the expected in service

date is not until April 2010.

5

6

7

8

9

10

11

Q~ Please explain the Company's reasons for requesting the inclusion of CWIP in rate

12

13

14

15

16

base.

The Company states that the slowdown in the real estate market has caused actual hook up

fees to be far below the Company's forecast. The Company further states that it would be

fair for AF customers to pay a portion of the White Tanks plant in order to stay the course

on iilnding the balance of the plant's cost via hook up fees. To compare with the $25

million amount request in rate base, the Company further states that at the end of the test

year, it had spend approximately $8.4 million and that this would climb to $43.2 million

by the end of 2008.

Q~ Did Staff agree with the Company's position?

17

18

19

2 0

No. Staff disagrees with the inclusion of CWIP in rate base for several reasons.

21

22

23

An increase in hook up fees to fund the White Ta1N<s plants was granted in

Decision No. 69914 (Docket No. W-01303A-05-0718). In this case, the

Commission authorized increases in the hook up fees as shown below:

24

A.

A.

1.
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Meter Size
Existing Water

Facilities Hook-up Fee
Proposed Water

Facilities Hook-up Fee

5/8 x 3/4-inch
3/4 -inch
1 -inch
1 1/2-inch
2-inch
3-inch
4-inch
6-inch or larger

$ 1,150
1,725
2,875
5,750
9,200

18,400
28,750
57,500

$ 3,280
4,920
8,200

16,400
26,240
52,480
82,000

164,000

1

2

3

4

5

6

7

The increases approved in this decision were intended to fund the entire cost of the White

Tanks plants.

2. During the Open Meeting to hear the case, the Commission asked the Company if

it would fund and complete the project regardless of events in the real estate

market. Through its counsel, the Company responded that it would complete the

project regardless of the real estate market.

8

9

10

11

12

13

14

The intent of Docket No. W-01303A-05-0718 is that the plant would be entirely

funded through hook up fees and that ratepayers would be not burdened with its

cost. The inclusion of CWIP in rate base would effectively reverse the intent of

the previous order.

Q. Is the Company proposing any changes to the hook up fees authorized in Decision

15

16

17

18

19

No. 69914?

The Company proposes that the amounts remain but requests an extension of the ending

date of December 31, 2015 to December 31, 2020 in order to allow more time to fund the

project. To date, the plant is not yet in service and the expected in service date is not until

2010.

20

A.

3.
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1 Q- Does Staff agree with the Company's position?

2 Yes. Due to the` slowdown in the market,Staff believes that it is reasonable to allow the

3

4

Company more time to recover its investment. The intent of Decision No. 69914 was to

fund the plant through hook up fees in order to provide for lower rates in the future.

5

6

7

8

9

10

Q- Is the Company proposing any other changes to the activity at the White Tanks

Plant?

11

Yes. The Company is requesting accounting order to for an O&M deferral mechanism

similar to that of an Arsenic Cost Recovery Mechanism ("ACRM") mechanism and the

Company also provided notice of a proposed Joint Development agreement with the

Maricopa Water District. These issues are discussed later in my testimony.

12

13

14

15

RATE BASE ADJUSTMENTS- POST TEST YEAR PLANT

Agua Fria Water Rate Base A¢Hustment No. 6 - Post Test Year Plant Additions.

Q. What is the Company proposing for Plant in Service?

16

17

18

19

20

A. In its Agua Fria Water system, the Company is proposing a total of $211,145,154 for Plant

in Service relating to its OCRB. The Company is proposing all plant, property and

equipment that were in service during the test year, plus pro forma adjustments of

$3,214,033 for additions made to plant after the test year ("post test year plant") and a

$25,000,000 adjustment for CWIP associated with the construction of the White Tanks

Plant (see above).21

22

23 Q- When was this post test year plant placed into service?

24

25

26

A.

A.

A.

According to Ms. Dorothy Hains' Direct Testimony (see Engineering Report), $1,167,268

was in service as of September 10, 2008 (the "Waddell Haciendas" subdivision) and

$2,046,765 (the "Sierra Montana" subdivision) was not in service as of the inspection date
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1

2

of September 10, 2008. The $25 million of CWIP associated with the White Tanks has a

planned in service date of April 2010.

3

4 Q- When is recognition of post test year plant appropriate?

5 Post test year plant is usually mismatched with the revenues, expenses, and rate base of

6 the test year. Matching is a fundamental principle of accounting and rate-maldng. The

7

8

9

10

11

absence of matching distorts the meaning of and reduces the usefulness of operating

income and rate of return for measuring the fairness and reasonableness of rates.

Accordingly, recognizing post test year plant in rate base is generally appropriate only in

special and unusual cases where failure to do so would create an inequity. Staff had

traditionally recognized two such cases :

12

13

14

15

When the magnitude of the investment relative to the utility's total investment is

such that not including the post test year plant in the cost of service would

jeopardize the utility's financial health, and

16

17 When conditions such as the following exist:

18

19

20

21

22

The cost of the post test year plant is significant and substantial,

The net impact on revenue and expenses for the post test year plant is

known and insignificant, or is revenue neutral,

The post test year plant is prudent and necessary for the provision of

services and reflects appropriate, efficient, effective and timely decision-

23 making.

24

A.

2.

1.

b.

c.

a.
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1

2

Q- Has the Company stated that the exclusion of post test year plant will jeopardize its

financial health?

3

4

A. The Company speaks mostly to the inclusion of the $25 million of White Tanks CWIP as

being crucial to its financial healthdue to cash flow considerations.

5

6 Q- Is the net impact on revenues and expenses for the post test year plant known and

insignificant or revenue neutral?7

8

9

10

For the Waddell Haciendas plant, the plant is revenue neutral. For the Sierra Montana

plant, revenues would increase. For the White Tanks CWIP, revenues would also

increase.

11

12 Q- Are all retirements related to the post test year plant recognized in the rate filing?

13 There are no retirements associated with the above post test plant and CWIIP.

14

Q- Did the Company demonstrate any extraordinary circumstances in this case?15

16

17

18

For the White Tanks CWIP, the Company has demonstrated that the CWIP requested is

approximately 34.7 percent of the rate base excluding the CWIP adjustment.

19

20

Q- What does Staff recommend?

21

22

23

24

25

Staff believes that the Waddell Haciendas Plant of $2,046,765 provides a benefit to

current ratepayers by creating operational efficiencies and increasing reliability. Staff

recommends that the $1,167,268 of Waddell Haciendas plant should be disallowed

because it is not revenue neutral. Regarding the White Tanks CWIP, Staff believes that

the Company has not demonstrated extraordinary circumstances and recommends

exclusion of the $25 million at this time.

26

A.

A.

A.

A.
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1 Q.

2

Other than a piece of plant being in service, what other criteria is necessary to

include plant in rate base?

3

4

Plant should be calculated using the same dates as other rate base items and revenues and

expenses for proper matching.

5

6 Mohave Water Rate Base A¢#ustment No. 6 - Post Test Year Plant Additions.

Q, What is the Company proposing for Plant in Service?7

8

9

10

11

12

A. 111 its Mohave system, the Company is proposing a total of $28,800,225 for Plant in

Service relating to its OCRB. The Company is proposing all plant,  property and

equipment that were in service during the test year, plus pro forma adjustments of

$610,732 for additions made to plant after the test year ("post test year plant").

13

14

Q- When was this post test year plant placed into service?

15

16

According to Ms. Dorothy Hains' Direct Testimony (see Engineering Report), none of the

$610,732 of post test year plant was in service as of September 10, 2008.

17

18

19

20

21

Q, When is recognition of post test year plant appropriate?

22

23

24

Post test year plant is usually mismatched with the revenues, expenses, and rate base of

the test year. Matching is a fundamental principle of accounting and rate-making. The

absence of matching distorts the meaning of and reduces the usefulness of operating

income and rate of return for measuring the fairness and reasonableness of rates.

Accordingly, recognizing post test year plant in rate base is generally appropriate only in

special and unusual cases where failure to do so would create an inequity. Staff has

traditionally recognized two such cases:

25

A.

A.

A.
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1

2

3

4 2.

5

6

7

8

9

When the magnitude of the investment relative to the utility's total investment is

such that not including the post test year plant in the cost of service would

jeopardize the utility's financial health, and

When conditions such as the following exist:

The cost of the post test year plant is significant and substantial,

The net impact on revenue and expenses for the post test year plant is

known and insignificant, or is revenue neutral,

The post test year plant is prudent and necessary for the provision of

services and reflects appropriate, efficient, effective and timely decision-

10 madding.

11

12 Q. Has the Company stated that the exclusion of this post test year plant will jeopardize

its financial health?13

14 No.

15

16 Q- Is the net impact on revenues and expenses for the post test year plant known and

17 insignificant or revenue neutral?

18 The net impacts of this plant are not known at this time.

19

20 Q. Are all retirements related to the post test year plant recognized in the rate filing?

21 There are no retirements associated with the above post test plant.

22

23 Q, Did the Company demonstrate any extraordinary circumstances in this case?

24 No.

25

A.

A.

A.

A.

1.

b.

c.

a.
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1 Q What does Staff recommend?

Staff believes that the post year plant in this system does not benefit current ratepayers by

either creating operational efficiencies or increasing reliability, nor has the Company

demonstrated extraordinary circumstances

6

7

Mohave Wastewater Rate Base A¢Hustment No. 5 - Post Test Year Plant Additions

What is the Company proposing for Plant in Service?

Ire its Mohave system, the Company is proposing a total of $7,154,300 for Plant in Service

relating to its OCRB. The Company is proposing all plant, property and equipment that

were in service during the test year, plus pro Ronna adjustments of $3,932,080 for

additions made to plant alter the test year ("post test year plant")

Q

13 Q When was this post test year plant placed into service

According to Ms. Dorothy Hains' Direct Testimony (see Engineering Report), all of the

$3,932,080 was in service as of September 10, 2008

17 Q When is recognition of post test year plant appropriate

Post test year plant is usually mismatched with the revenues, expenses, and rate base of

the test year. Matching is a fundamental principle of accounting and rate-making. The

absence of matching distorts the meaning of and reduces the usefulness of operating

income and rate of return for measuring the fairness and reasonableness of rates

Accordingly, recognizing post test year plant in rate base is generally appropriate only in

special and unusual cases where failure to do so would create an inequity. Staff has

traditionally recognized two such cases
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1

2

3

4

5

6

7

8

9

When the magnitude of the investment relative to the utility's total investment is

such that not including the post test year plant in the cost of service would

jeopardize the utility's financial health, and

When conditions such as the following exist:

The cost of the post test year plant is significant and substantial,

The net impact on revenue and expenses for the post test year plant is

known and insignificant, or is revenue neutral,

The post test year plant is prudent and necessary for the provision of

services and reflects appropriate, efficient, effective and timely decision-

10 making.

11

12 Q- Has the Company stated that the exclusion of this post test year plant will jeopardize

its financial health?13

14 No.

15

16 Q- Is the net impact on revenues and expenses for the post test year plant known and

17 insignificant or revenue neutral?

18 No.

19

20 Q- Are all retirements related to the post test year plant recognized in the rate filing?

21 There are no retirements associated with the above post test plant.

22

23 Q- Did the Company demonstrate any extraordinary circumstances in this case?

24 No.

25

A.

A.

A.

A.

2.

1.

b.

c.

a.
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1

2

Q. What does Staff recommend?

A.

3

4

Staff believes that the post year plant in this system does not benefit current ratepayers by

either creating operational efficiencies or increasing reliability, nor has the Company

demonstrated extraordinary circumstances.

5

6 OTHER ISSUES- AGUA FRIA WATER SYSTEM

7

8

9

10

What is the nature of the Company's proposal?

11

12

Accounting Order

Q-

A. The Company is proposing to defer 12 months of O&M which is approximately $1.93

million and then file for a surcharge akin to ACRM Step-One whereby the first 12 months

of O&M would be added to the second 12 months of O&M and both would be recovered

during the second 12 month period. At the end of the second 12 month period the

surcharge would be adjusted to reflect the actual on going O&M until completion of the

next rate case.

13

1 4

15

1 6 Q- Did Decision No. 69914 provide for any deferrals?

17

18

19

20

21

22

23

Yes. Decision No. 69914 provided for the deferral of depreciation expense and post in

service AFUDC to the extent that the capital investment is not covered by hook up fees.

The Decision further authorized the Company to file for an O&M deferral mechanism but

stated that the Decision "does not predetermine the necessity for or the appropriateness

of any mechanism proposed in the future by Arizona-American Water Company for

recovery of Operations and Maintenance Expense incurred for the White Tanks

Project."1

24

A.

1 Decision No. 69914, page 30, lines 1-3
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1

2

Q- What is Staffs view on the deferral of O&M?

3

4

5

6

Staff believes that accounting orders should only be issued under very unusual or

extraordinary conditions to prevent harm to either the Company or the ratepayers. In the

case at hand, the Company has already been indemnified against harm for post in service

AFUDC and depreciation expense via the accounting orders in the previous case. Staff

further notes that the cost of the Central Arizona Project ("CAP") entitlement for AF

Water is already included in the Company's O&M in this proceeding, further reducing the

Colnpany's exposure to in-recovered O&M.

7

8

9

10

11

12

13

14

Staff does not see any evidence that the Company's net costs and O&M not subject to

deferral mechanisms and future recovery will be extraordinary. Staff believes that the cost

of providing treated water will be offset by cost savings attached to the present expenses

of providing ground water which are reflected in present rates along with the CAP

entitlement as discussed above. Thus, Stuff recommends denial of all additional

'accounting order.15

16

17

18

19

20

Joint Development Agreement With The Maricopa Water District

Q , What is the Company proposing?

A. The Company is proposing a Joint Development Agreement ("JDA") with the Maricopa

Water District ("MWD")-

21

22 Q, Is MWD the same entity that was party to Docket No. W-01303A-05-0718 that

resulted in the issuance of Decision No. 69914?23

24 Yes. It is.

25

A.

A.
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1

2

Q- Are you the same Gerald Becker who was among the Staff assigned to this previous

3

4

case?

Yes, I am.

5

6

Q- Please explain the nature of the previous case brought before the Commission.

7

8

9

10

11

12

13

14

15

The White Tanks Plant was originally proposed as a joint venture between AAW and

MWD. However, negotiations failed and, AAW proposed to increase its hook up fee to

fund the construction of the White Tanks Regional Treatment Facility ("White Tanks

Plant") on its own. MWD intervened and made various claims to oppose the increase,

including claims that it could build and operate the plant less expensively and more

quickly. Significant time was spent deliberating the financial and operational

characteristics of the plant proposed by AAW and a competing alternative proposed by

MWD. The Commission approved the increase in the hook up fee so that AAW could

build the treatment plant.

Q- Please provide a summary of the White Tanks Plant.16

17

18

19

20

21

22

23

24

A.

A.

A.

As approved in the last proceeding, the White Tanks Plant was to be constructed on land

previously purchased and already owned by the Company. The White Tanks Plant has a

total design capacity of 80 million gallons per day ("MGD") of treatment capacity to be

constructed in 4 phases of 20 MGD each. Within each 20 MGD phases, the capacity

The initialcould be constructed in 1/3 increments of approximately 6.7 MGD.

construction of Phase la would be 13.5 MGD with the remaining 6.5 of expansion

available in that phase.
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1

2

Q. Please provide a summary of the cost structure of the various phases of the White

Tanks Plant.

3

4

During the last proceeding, the cost estimates for the White Tanks Plant have been very

dynamic, but for purposes of discussion here and to give some numerical perspective on

the cost structure, Staff refers to the original application in the previous docket.2 In this

document, the Company describes the cost of the plant for its first phase of 20 MGD. It

states that a 6.7 MGD plant would cost $64,815,000. A 13.5 MGD plant would cost

$2,510,000 higher more, or $67,325,000. In the last case, the Company further

represented that the third 6.7 MGD would be the same as the second 6.7 MGD of capacity,

meaning that the total cost of the first 20 MGD would be $69,815,000

5

6

7

8

9

10

11

12 Q- Please provide a summary of the Joint Development agreement in this case.

13

14

15

16

17

18

19

20

21

The Company is proposing a partnership with MWD. Under the terms of the agreement,

MWD would own 32.5 percent of the White Tanks Plant and the Company would own the

remaining 67.5 percent. The land under the plant would become the property of MWD

and the Company would receive another parcel of land of equal value from MWD. MWD

would lease to AAW an undivided portion of the plant site to the Company for 99 years at

no cost. The Company states that this represents a benefit to ratepayers as removing the

value of the land will reduce rate base. The Company's application further states that

MWD has until November 15, 2008, to exercise this option, but the Company has

infonned Staff that the option was extended until January 2009.

22

23 Q- Does Staff recommend approval of the Joint Development agreement?

24 No.

25

A.

A.

A.

2 Arizona American revised application dated September 1, 2006, page 7, lines 3-4
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1

2

Q- Please explain.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

As described above, a very disproportionate amount of costs are associated with the first

6.7 MGD of capacity in Phasel. By averaging the costs of the entire first phase of 20

MGD of capacity and setting a sales price accordingly, MWD benefits from the risk and

initial expenditures associated with the construction of the first 6.7 MGD of capacity but

will not have risked or contributed anything during that initial phase of construction.

Further, if MWD were to build its own plant similar to the Company's, the first 6.7 MGD

of capacity would cost approximately $64.8 million, based on the information contained in

the Company's application in the previous docket. As described above, the second and

third 6.7 MGD of capacity would add approximately $5 million to the total cost, meaning

that the cost of 20 MGD of capacity would be $69.8 million. Under the proposal at hand,

MWD would purchase 6.7 MGD of capacity for 32.5 percent of the total at a cost of

approximately $22.7 million as compared with the estimated of $64.8 million to the

Company for the its first 6.7 MGD of capacity. Staff is concerned that the sales price is

too low and believes that an unregulated entity such as MWD should compensate the

Company and indirectly, its ratepayers, in an amount that is more equal to the amounts

saved by MWD by not constructing its own facility.17

18

19

20

21

22

23

24

25

26

A.

Further, Staff is concerned about the ownership of the land under the plant. The Company

states that it would trade the land under the plant to MWD for other land of comparable

value and that this would benefit ratepayers by reducing rate base. This is technically

correct but further discussion is warranted. In the previous proceeding, the cost of the

plant site already owned by AAW was stated to be approximately $562,000. Staff

believes that it is ill-conceived to spend $69.8 million to construct a plant on land not

owned by the Company for the purpose of reducing rate base by $562,000, or 0.8 percent

of the cost of the first 20 MGD of capacity of the plant.
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1

2

3

4

5

6

Further, the plant has a total capacity of 80 MGD and looking to the future, phase 2, 3, and

4 of the plant may be constructed to add an additional 60 MDG of capacity. Being

conservative and assigning a cost of $7.5 million to each new phase, or $67.5 million for,

three phases, the total unadjusted cost of the 80 MGD capacity plant would be $137.3

million. When this amount is adjusted for 3 percent inflation for the next 99 years, the

investment would amount to an asset worth a seasonally adjusted value of approximately

$2.6 billion but it  would be located on land owned by an unregulated entity with no

obligation to renew the lease.

7

8

9

10 Q-

11

Did Decision No. 69914 give the Commission express authority to approve or

disapprove the Joint Development Agreement?

12 Yes, the Order specifically provided for the following on page 31 of the Decision:

13

14

15

16

17

18

IT IS FURTHER ORDERED that the Commission shall have complete
authority to determine the entitlement and rate making treatment of any
proceeds resulting from the sale to third parties of either the White Tanks
facility item in whole or in part, or of any part of the capacity produced
thereby.

Q- What does Staff recommend?

19

20

21

22

23

Staff recommends denial of the Joint Development Agreement as presented.

24

OTHER ISSUES- TUBAC ACRM

Q- Please describe the background for this proposal

25

26

27

28

A.

A.

A. The Company had originally applied but withdrew its application for an ACRM on May 4,

2005, due to strong community interest in pursuing alternative technologies and seeking

an extension of the arsenic compliance deadline. On January 18, 2008, the Environmental

Protection Agency denied the Company's request for a three year exemption to meet the



Direct Testimony of Gerald Becker
Docket No. W-01303A-08-0227 et al
Page 32

1

2

new maximum contaminant level. In its Application the Company stated that construction

would commence in the Summer 2008.

3

4 Q- What is the Company proposing?

5

6

The Company states that it proposed an ACRM identical to those approved for its other

systems with the exception of including some engineering overheads consistent with

recent precedent concerning Arizona Water Company ACRM's in Docket No. W-01445-

00-0962.

7

8

9

10 Q- What does Staff recommend?

11

12

Staff recommends approval of the Company's request for an ACRM. However,Staff does

not recommend making a predetermination regarding the inclusion of engineering

overheads.13

14

15

16

OPERATING INCOME

17

18

19

20

21

Operating Income & Expenses

Staff witness Gary McMurry is sponsoring the testimony related to all income and

expense adjustments. Please refer to his testimony for further explanation of the

adjustments to operating expenses.

Q- Does this conclude your Direct Testimony?

I

22

A.

A.

A. Yes, it does.
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MEMORANDUM

Gerald Becker
Public Utilities Analyst V
Utilities Division

FROM : Alfonso Amezcuaand Staff
Public Utilities Consumer Analyst
Utilities Division

THRU : Connie Walczak
Consumer Services Supervisor
Utilities Division

DATE : January 8, 2009

RE: ARIZONA-AMERICAN WATER COMPANY
Agua Fria Water District, Havasu Water District, Mohave Water District,
Paradise Valley Water District, Sun City West Water District and Tubac
Water District and Mohave Wastewater District.

DOCKET NOS. W-01303A-08-0227
SW-01303A-_8-0227

COMPLAINT HISTORY

A search of the Consumer Services database reveals that the following customer
complaints and opinions were filed against the Company by system from January 1, 2006
through current:

Agua Fria Water District

2006-14Complaints-8 billing, 5 quality of service, 1 deposit

2007-13 Complaints-9 billing, 2 quality of service, 1 disconnect, 1 construction

2008-6Complaints-5 billing, 1 quality of service
16 Opinions-all opposed to the proposed rate increase

TO:

2009~1 Complaint-billing
1 Opinion-opposed to the rate increase
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Havasu Water District

2006-6 Complaints-2 billing, 3 quality of service, 1 repair

2007-5 Complaints-3 billing, 1 quality of service, 1 rates and tariff

2008-6 Complaints-3 billing, 3 quality of service
8 Opinions-all opposed to the rate increase

2009-Zero Complaints/opinions

Mohave Water and Wastewater District

2006-12 Complaints-7 billing, 5 quality of service

2007-18 Complaints-7 billing, 1 new service, 2 service, 6 quality of service, 2 rate
case items

2008-20 Complaints-8 billing, 1 deposits, 3 service, 5 quality of service, 2
disconnects/terminations, 1 repair issues
331 Opinions-all opposed to the rate increase

2009-1 Complaint-billing
2 Opinions-opposed to the rate increase

Paradise Vallev Water District

2006-10 Complaints-7 billing, 2 quality of service, 1 repair

2007-23 Complaints-13 billing, 8 quality of service, 2 rates and tariffs

2008-32 Complaints-17 billing, 15 quality of service
12 Opinions-all opposed to the proposed rate increase

2009-Zero Complaints/opinions

Sun City West Water District

2006-18 Complaints-11 billing, 6 quality of service, 1 disconnect

2007-26 Complaints-18 billing, 3 service, 3 quality of service, 2 disconnect, 1 repair,
1 rates and tariffs

2008-16 Complaints-11 billing, 3 quality of service, 1 disconnect, 1 rates and tariffs
8 Opinions-all opposed to the rate increase

2009-1 Opinion-opposed to the rate increase
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Tubac Water District

2006-2 Complaints-billing

2007-ZeroComplaints/opinions

2008-1 Complaint-billing
2 Opinions-opposed to the rate increase

2009-ZeroComplaints/opinions

Eleven complaints remain open (pending investigation). All other complaints have
been resolved and closed.

SUFFICIENCY STATUS

The Company met sufficiency status on July 23, 2008.

AFFIDAVIT OF MAILING

The Company mailed the Customer Notification to its customers in their October
2008 billing cycle. It was docketed on December 10, 2008.

BILL FORMAT COMPLIANCE

A review of the Company's bill format indicates that it is in compliance with the
Arizona Administrative Code R14-2-409.B.2.

CORPORATIONS DIVISION STATUS

The Corporations Division reports on January 8, 2009, that the Company is in good
standing.

PUBLIC COMMENT MEETING

A Public Comment Meeting has not been scheduled at this time, but public
comment will be taken during the first day of the hearing.

HEARING DATE

A hearing date has been scheduled for March 19, 2009.

INTERVENERS

Twenty-nine requests for intervention have been received and granted.



s
.J

.. L

.1
3
i

*.
9
\
l

.t

r

Arizona-American Water Company has a Curtailment Tariff for the following districts
which became effective on October 24,2007:

Page 4
AAWC

Agua Fria Water District
Havasu Water District
Mohave Water District
Paradise Valley Water District
Sun City West Water District
Tubac Water District

Arizona~American Water Company has a Cross Connection/Backflow Tariff for the
following districts which became effective on April 2, 2006:

Agua Fria Water District, Havasu Water District, Mohave Water District., Sun Citv
West Water District, Tubac Water District

CURTAILMENT TARIFF

BACKFLOW TARIFF

Paradise Vallev Water Districtbecame effective on August 1, 1999.

Cc: File
Engineering

|

1

I
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Schedule GWB-1

REVENUE REQUIREMENT

LINE
n o. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / LI)

$ 96,976,395

$ 2,601,288

$

$

62,858,663

2,840,683

4.52%

7.34%

$

$

62,858,663

2,840,683

4.52%

4

2.68%

8.40%

$ 96,976,395

$ 2,601 ,288

2.68%

8.40% 7.34%

5

6

$

$

8,146,017

5,544,729

1.6578

$

$

8,146,017

5,544,729

1.6578

$

$

4,613,826

1,773,143

1.6513

$

$

4,613,826

1,773,143

1.65137

Required Rate of Return

Required Operating income (L4 * L1)

Operating Income Deficiency (L5 - L2)

Gross Revenue Conversion Factor

8 $

g

10

9,192,198

$ 18,818,613

$ 28,010,811

48.85%

$

s

18,818,613

21 ,746,549

15.56%

$

s

11

12

Required Revenue Increase (L7 * LE)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%)

$ 9,192,198

$ 18,818,613

$ 28,010,811

48.85%

10.75% 10.75% 10.00%

18,818,613

21,746,549

15.56%

10.00%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GWB-10



Staff RecommendedTest Year
AF Water

s
$
s

18,818,613
15,448,759

1 998,905
$

S9S80%
s

6.9680%
$ 1,370.949

6.9680%
$
$
$
s
$
$
s
$

$
$
$
$
s
s
s
s

s
s
s
$
s
s
s
$

95,528
1 ,275.421

7,500
6 250
a_500

91 ,650
319,743
433,643

s s s 529,171

AF Water

$
s
$

21,746,549
15,488,891
1,998 905

s 4,258,753
6.9G80°/o

s
s
s
s
$
s
s
s

296,750
3 962,003

7 500
6,250
8.500

91,850
1233,181
1,347,081

$
$
$
$
$

s
$
$

21,746,549
15,488 891

1,998 905
$ 4,258 752

6.9680%

$ 1,643,831 $ $ 1,643,831

s
AF Water
62,858 663

331800'7
1 998 905$

ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2o07

Schedule GWB-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D) [E] [F]LINE
no . DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue ConversionFactor.
Revenue
Uncollecibie Faclor (Line 11)
Revenues (L1 . L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE . L4)
Revenue Conversion Factor (L1 I Ls)

1000000%
00000%

100.0000%
394405%
B05595%
1.851269

1000000%
3B59B9%
61 4011 %
0.0000%

7
8
g

10
11

Calculation of Uncollecftible Factor:
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - La )
Uncollectible Rate
Uncollectible Factor (LE ' L10 ) 0.0000%

1 cm. DODO%
69680%

93. 0320%
34 . 000D%
31.6309%

12
13
14
15
16
17

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State income Tax Rate
Federal Taxable Income (L12 . L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State income Tax Rate (Lia +L18) 38.5989%

'100.0000%
3B85989%
GO 4011 %

13707%
0.841G%

18
19
20
21
22
23

Calculation at Effective PmoeNv TaxFactor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L1a-L19)
Property Tax Factor (GTM-14, L24)
Effective Property Tax Factor (L20'L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39.4405%

s
s

4,613,826
2,840,683

24 Required Operating Income (Schedule GWB~1, Line 5)
25 AdjustedTest Year Operating Income (Loss) (Schedule GWB~10, Line 2B)
26 Required Increase in Operating Income (L24 - L25) $ 1,773,143

s
s

1,643,831
529,171

27
2B
29

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col (C), L52)
Required Increase in Revenue to Provide for Income Taxes (L27 . L28) s 1,114,660

s 21,748,549
00000%

s
$

s o
3 1
3 2
3 3
3 4

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncollectible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L24 ' L25)
Adjusted Test Year Ur collectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp- s

$
s

B43,205
803,072

35
36
37

ProgeNy Tax with Recommended Revenue (GTM-t5, to)
Property Tax on Test Year Revenue (GTM-15, Col A, L1B)
Increase in Property Tax Due to Increase in Revenue (L35-L35) s 40,132

so Total Requires Increase in Revenue (L25 + L29 + L37) s 2,927,935

(A) (B) (C) rm rEl rF

$
$
$
$
$
$
$
s

296,750
3,962,002

7,500
6,250
8,500

91 ,650
1,233, 181
1.347.081 I

Calculation of Income Tax:
39 Revenue (Sch GWB»1, Col. [C] LE & 10)
40 Operating Expenses Excluding income Taxes
41 Synchronized Interest (L56)
42 Arizona Taxable Income (L39 - L40 - L41)
43 Arizona State Income Tax Rate
44 Arizona Income Tax (L42 x L43)
45 Federal Taxable income (L43 - L44)
46 Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
47 Federal Tax on Second Income Bracket ($50,001 . $75,000) @ 25%
48 Federal Tax on Third income Bracket ($75,001 - $100,000) @ 34%
49 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
50 Federal Tax on Fifth Income Bracket ($335,001 -$10,000_000) @ 34%
5t Total Federal income Tax
52 Combined Federal and Slate Income Tax (L44 + L51)

I
53 Applicable Tax Rate 34.0000%

54
55
56

Calculation of Interest Svnchronl'zation:
Rate Base (Schedule GWB-3, Col. (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L45 X L46)



ARIZONA-AMERICAN WATER COMPANY - AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GWB-3

RATE BASE _ ORIGINAL COST

(B) (C)
STAFF

A s
A D JU S TE D

LINE
NO,

(A)
COMPANY

A S
FILED

STAFF
AD JU STM EN TS

1 $
$

$  2 0 7 , 9 0 8 , 5 5 7

2
3

Plant in Service
CWIP in Rate Base
Less:  Accumulated Depreciat ion
Net Plant in Service

$ 211,145,154
$ 25,000,000

20,033,433
$ 216,111,721 $

(3,236,597)
(25,000,000)

7,532
(3,244,129) $

20,040,965
187,867,592

LESS.'

4
5
6

Contributions in Aid of Construction (CIAC)
Less:  Accumulated Amort izat ion

Net  CIAC

$ 29,706,550
1 ,435,287

28,271 ,263

$ $ 29,706,550
1,435,287

28,271,263

7 Advances in Aid of Construct ion (AIAC) 98,233,813 97,043,981(1,189,832)

2,268,167 2,268,1678 Imputed Reg AIAC

9 Imputed Reg CIAC 796,965 796,965

1 0 Deferred Income Tax Credits (Debits)
Customer Meter Deposi ts
ADD.-

(2,839,311)
19,040

(2,839,311)
19,040

11 Cash Working Capi tal 1 ,409,860 (1 ,474,153) (64,293)

214,929 s 214,9291 2 Prepayments

13 Suppl ies Inventory

14 Projected Capital  Expenditures

15 Deferred Debi ts

192,139 192,139

3,529,517 (3,321,116) 208,401

1 6 Purchase Wastewater Treatment  Charges

1 7 Original  Cost Rate Base $ 96,976,395 $ (9,117,732) $ 62,858,663

References:
Column (A),  Company Schedule B-2
Column (B):  Schedule GWB-4
Column (C):  Column (A) + Column (B)



ARIZONA-ANERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A»08-0227
Test Year Ended December31 , 2007

Schedule GWB-4

SUMMARY GF ORIGIWAL COST RATE BASE ADJUSTMENTS

LINE ACCT.
NO DESCRIPTION

[A]
COMPANY
AS FILED

[B]

ADJ #1

[Cl

ADJ #2

(DI

ADJ an

[EI

ADJ #4

[El

ADJ#5&6

[FL
STAFF

ADJUSTED

PLANE W SERVCE
1
2
3
4
5

1 .229
321 ,997

1 .429.011
(28,462)

B24,652

s s s s
1,229

321,997
1,429,017

(28,462)
624,652

e
7
a
9

10

9,008,963
4,B3S,B58
1 ,162,01D
3,550,952

173,284

9,0084963
4,836,856
1 ,162,010
3,550,952

173,284
11
12

(1 ,647,404)

(1 ,1 B9,B32)

11,B74,350
BZB,645

21 ,1es,1e9
11,872

1,271 ,551
9,499,933
9,713,171
5,710,217

z1 ,371 ,1 sz
31 ,329,47B
z7,284,414
13,774,400

B9,B75
11,273,032
4,565,530
1,5B3,276

11,793,410

(399,361)

11,874,350
828,646

21 ,166,169
11,872

1,271 ,551
9,499,933
8,055,767
5,710,217

21 ,371 .152
31 ,329,478
26,094,582
13,375,039

59,875
11,273,032
4,666,830
1,583,278

11,793,410

92,a64
74,674

202,657

92,854
74,674

202,657

a,s08 a,soa

301000 Organization
302000 Franchises
303200 Land a Land Rights SS
303300 Lfmd a Land Riggs P
303400 Land & Land Riggs wr
303500 Land s. Lana Rights TD
303600 Land & Land Riggs AG
3041 DO S\md s. Imp SS
304200 Sirucl L [mp P
304300 Stmci & top WT
304400 Sirud & Imp TD
304500 Struck & Imp Offices
304800 Sim ct & Imp Misc
305000 Collect & Impounding
307000 Wells a Springs
310100 Power Generation Equip Other
311200 Pump Equip Electric
311300 Pump Equip Diesel
311500 Pump Equip Other
320100 WT Equip Non-Media
330000 D81 Reservoirs & Standpipe
331001 TD Mains Not Classified by Size
331100 TD Mains min a Less
331200 TD Mains Gin to Bin
331300 TD Mains loin to 16in
331400 TD Mains 18in and Grtr
332000 Fire Mains
333000 Services
3M100 Meters
334200 Meter Installations
335000 Hydrants
3391W Other PE Intangible
339300 Other P/E Misc
339500 Other P/E TD
340100 Of lice Furniture a Equip
340200 Comp 8\ Perish Equip
341100 Trans Equip Lt Duty Trks
M1200 Trans Equip Hw Duty Trks
M2000 Stores Equipment
M3000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non-Telephone
346300 Comm Equip Other
3911 no Computer Equipment

30,559
1 ,452.701

390,585

30,559
1 ,4S2,701

390,585

POST TY PLANT
330000 Dist Reservoirs 8- St ndpipe
331400 TD Mains 18in and Gnr.

1,647,404
399,361

1 ,647,404
399,381

304400 Sirud & Imp TD
331200 TD Mains bin 10 Bin
331300 TD Mains 10irl Io 16in
346190 Remote Control E. Instrumentation

192,154
205,286
748,152

21 ,575

192,154
205,286
748,152
21 ,676

CORPORATEALLOCATION
304620 Strict a. Imp Leasehold
340100 Office Furniture & Equip
340200 Comp & Perish Equip
340300 Computer Software
340300 Computer Sof\ware-Other
343000 Tools,Shop,Garage Equip
346100 Comm Equip Non-Telephone
346300 Comm Equip Other

4s,sso
241 ,927
98,398

387,190
10,057
5.270

40,019
1 .054

48,860
241 ,927
98,398

387,190
10,057
8,270

40,019
1,054

R54LLocAT/on FROM CORPORA TE
307000 Wells & Springs
310100 Power Generalion Equip Other
311200 pump Equip Electric
320100 we Equip nun-Media
339300 Other PIE Mi$/C
340200 Comp S. Periph Equip

s,ass
15,127
52,898

218,139
212,320

s,o78

s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
$
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

e,ass
15,121
52.89a

218,139
212,320

5,078

(1,189,832) 207,908,557(2,046,765)
s (25,000,000) s

Total Plant in Service
CWIP in Rate Base
Aocumulaied Depreciation
Ne! play in Service (L5B - L 59)

2111145,154
s 25,000,000

20,033,433
$215,111,721

7,532
s (1,197,364) s s _s s (27,046,765) s

20,040,965
187,867,593

s 29,705550
1,435,257

28,271,263
98,233,813

s s s s s

(1,1s9,a3z)
2,268,167

796.965
(2,839,311)

19,040

29,706,550
1,435,287

25,271 ,263
977043,981
2,268,167

798,965
(2,839,311)

19,040

1 ,409,8s0 (1 ,474,153) (64,293)

192,139
214,929

192,139
214,929

1 3
1 4
1 5
1 s
1 7
1 8
1 g
2 0
2 1
2 2
2 3
2 4
2 5
ze
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6
3 7
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
5 0
5 1
5 2
5 3
54
5 5
a s
5 7
5 8
5 9
6 0
e l
6 2
e a
6 4
6 5
6 6
6 7
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
7 6
7 7
vo
7 9
8 0
81
8 2
8 3
84
8 5
8 6
8 7
8 8
8 9
9 0
9 1
9 2
9 3
94
9 5
9 6
9 7
9 8

Less:
Contributions in Aid of Construction (GIAC)

Less: Accumulated Amortization
Net CIAC (LS3 . LBS)

Advances in Ali of Construction (AIAC)
imputed Reg Advances
Imputed Reg CIAO
Deferred Income TaxCredits (Debits)
Meter Deposits
AD :
Working Capital Allowance
Pumping Power
Purchase WastewaterTreatment Charges
Material and Supplies Inventory
Prepayments
c wlp in Rate Base
Deferred Debits
Original Cost Rate Base

3,529,517
s 95,976,396 s (7,532) s (1 .474,153) s (2,26B,167) s

(3,321,116)
(3,321,116) $ (27,046,765) $

208,401
62,858,664

ADJ #
1
2
a
4
§
6

Plant, Accumulated Depreciation and AIAC
Working Capital
Imputed Reg AIAC
Deferred Debit
While Tanks CWIP Adjuslmenl
Post Test Year Plant

References:
Schedule GWI3_5
Schedule GWB-6
Schedule GWB-7
Schedule GWB-8
Schedule Gw5.gA
Schedule GWB-9B



ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-5

RATE BASE ADJUSTMENT #1 . PLANT, ACCUMULATED DEPRECIATION, AND AIAC

[B] [C]
STAFF

AS
ADJUSTED

LINE
no.

ACCT
n o . Description
331.10 Mains 10" to 16"

Mains 10" to 16" Accumulated Depress,
AIAC

[A]
COMPANY

AS
FILED
1,189,832

(7,532)
1,189,832

STAFF
ADJUSTMENTS

(1 ,189,8a2)
7,532

(1 ,1 a9,8a2)

References:
Column [A]: Amounts included in plant balances per filing.
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-6

RATE BASE ADJUSTMENT #2 . WORKING CAPITAL

[A] [B] [ q
STAFF

TEST YEAR
AS

ADJUSTED

[D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS
LEAD/LAG

DAYS
DOLLAR

DAYS

$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$

1 ,440,s77
901 ,467

1 ,954,81 s
1 ,121 ,555

(870)
2,775,604

396,645
240,413
64,012

158,153
370,806
63,217

1 el ,1 o7
787,967
591 ,329
803,071
128,923

(138,756)

$ 1 ,440,677
901 ,467

1 ,954,815
979,490

(870)
2,775,604

396,645
240,413
64,012

158,153
370,806
63,217

161 ,107
787,967
121 ,761
803,072
128,923
529,171

1 ,998,905
13,875,335

12.00
86,87
32.42
28.47
30.00
(3.88)
(4.64)
45.00
30.00
45.00

7.46
(10.68)
30.00
30.00
30.00

212.50
15.65
42.04

106.52
764.73

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Taxes Other Than Income-Property Taxes
Taxes Other Than Income-Other
Income Taxes
Interest
Total Operating Expenses 11,820,135

1 ,998,905
1 ,998,905

17,288,1 be
78,310,438
63,375,087
27,886,080

(26,100)
(10,769,344)

(1 ,840,431)
10,818,593

1 ,920,360
7,116,885
2,766,213
(675,158)

4,833,210
23,639,000

3,652,820
170,652,904

2,017,649
22,246,340

212,923,412
636,136,085

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Cash Working Capital
Company As Field
Staff Adjustment

Line 21, Col. (E) l Col [C]
Company Workpapers
Line 24 . 23
Line 20, Co! 35
Line 25 * Line 26/365 do
Co Schedule B-5
To GWB-4

45.85
48.943
(3.10)

13,875,335
(117_724)

1 ,409,860
(1 _527,584)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments lo expenses, See Testimony GWB
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Used on Docket WS-01303A-06-0403, approved in Decision No. 70372
Column [E]: Column [C] * Column [D]

lllll



ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB- 7

RATE BASE ADJUSTMENT #3 - IMPUTED REGULATORY AIAC

[B] [C] (D)
CIAC

REMAING
BALANCE

CIAC
AMORTIZED

[A]
YEAR

OF
ADVANCE

2001
2002
2003
2004
2005
2006
2007

ADVANCE
AMOUNT

$ 27,385,370 $

$ 27,385,370

4,051 ,534
4,213,134
4,213,134
4,213,134
4,213,134
4,213,134

$25,117,203 $

27,385,370
23,333,836
19,120.702
14,907,568
10,694,434
6,481 ,300
2,268,167
2,268,167

LINE
M l DESCRIPTION

1 Beginning Balance Per Decision No. 67093
2 None
3 None
4 None
5
6
7
8
g
10

None
Per Staff
Company Proposed Imputed Reg. AIAC
Staff Adjustment $ $ 2,268,167

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 67093
Column [C]; Annual AmmoNization of Col [B] using 6.5 year recovery period per Decision No. 67093
Column [D]: CIAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY - AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB - 8

RATE BASE ADJUSTMENT #4 . DEFERRED DEBITS

[Bl

2007

LINE
n o . DESCRIPTION

1 AI December 31, 2007
2 $

[A]
COMPANY

AS
FILED
3,529,517
3,529,517

[c ]
STAFF

STAFF AS
ADJUSTMENTS ADJUSTED

(3,321,116) 208,401
$ (3,321,116) $ 6,850,633

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GWB

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 67093
Column [C]: Annual Amortization of Col [B] using 6.5 year recovery period per Decision No. 67093
Column [D]: CIAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-9 A

RATE BASE ADJUSTMENT #5 . WHITE TANKS PLANT IN CWIP

[B] [Cl
STAFF

AS
ADJUSTED

ACCT
NO. Description

White Tanks plant in CWIP $

[A]
COMPANY

AS
FILED

25,000,000

STAFF
ADJUSTMENTS
$ (25,000,000) $

References:
Column [A]: Amounts included in plant balances per filing.
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-9 B

RATE BASE ADJUSTMENT #6 . POST TEST YEAR PLANT

[B] [C]
STAFF

AS
ADJUSTED

ACCT

B Q
330000
331400

Description
White Tanks Plant in CWIP
)it Reservoirs & Standpipe
TOTAL

[A]
COMPANY

AS
FILED

1 ,S47,4D4
399,361

2,046,755

STAFF
ADJUSTMENTS
$ (1,647,404)
$ (399.361)
$ (2,046,765)

$
$

References:
Column [A]; Amounts included in plant balances per filing.
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GWB-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[Cl
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1
2
3
4
5

$ 17,913,497
905,117

$ $ 17,913,497
905,117

$ 2,927,935 $ 20,841 ,432
905,117

Wastewater Revenues
Other Wastewater Revenues
Other
Total Operating Revenues $ 18,818,613 $ $ 18,818,613 s 2,927,935 s 21,746,549

$ $ $

(142,065)

(469,568)
(295,690)

Labor
Purchased Water
Fuel 8¢ Power
Chemicals
Waste Disposal
Management Fees
Group insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8< Amortization
Taxes Other Than Income-Property Taxes
Taxes Other Than Income-Other
Income Taxes

$
$
$
$
$
$
$
s
$
$
$
$
$
$
$
$
$
$
$

1,440,677
901 ,467

1,954,815
979,490

(870)
2,775,604

396,645
240,413
64,012

158,153
370,806
63,217

161 ,107
787,967
121,761

4,101 ,501
803,072
128,923
529,171

40,132

1,440,677
901 ,467

1,954,815
1,121 ,555

(870)
2,775,604

396,645
240,413
64,012

158,153
370,806
63,217

161 ,107
787,967
591,329

4,397,190
803,071
128,923

(138,756) 667,926 1,114,660

1,440,677
901 ,467

1,954,815
979,490

(870)
2,775,604

396,645
240,413
64,012

158,153
370,806
63,217

161,107
787,967
121,761

4,101 ,501
843,205
128,923

1,643,831

6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

17,132,722Total Operating Expenses
Operating Income (Loss) $

16,217,325
2,601,288 $

(239,397)
239.397 s

15,977,930
2,840,683 $

1,154,793
1,773,143

4,613,827

References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GWB 2, Lines 29 and 37
Column (E): Column (C) + Column (D)



References:
GTM 12
GTM 13
GTM 14
GTM 15
GTM 16

ADJ #
1 Tank Maintenance
2 Depreciation Expense
3 Chemicals Expense
4 Property Taxes
5 Income Taxes

ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Docket No. WS-01303A-08~0227
Test Year Ended December 31, 2007

Schedule GTM-11

SUMMARY OF OPERATING INCOME ADJUSTMENTS . TEST YEAR

LINE
no . DESCRIPTION

[A]
COMPANY
AS FILED

[B]
Tank Mains.

ADJ #1

[Cl
Depreciation Exp.

ADJ #2

[D]
Chemicals

ADJ #3

[E]
Property Taxes

ADJ #4

[F]
Income Taxes

ADJ #5

[G]
STAFF

ADJUSTED

s 17,913,497
905,117

$ $ $ $ $ 17,913,497
905,117

1
2 Wastewater Revenues
3 Other Wastewater Revenues
4 Other
5 Total Operating Revenues
6
7

$ 18,818,613 $ $ $ $ $

$
$
$
$ 18,818,613

$ $ $ $ $ $

(142,065)

(469,568)
(295,690)

1

1,440,677
901,467

1,954,815
1,121 ,555

(B70)
2,775,604

396,645
240,413
64,012

15B,153
370,806
63,217

161,107
787,967
591,329

4,397,190
803,071
128,923
(138,756) 667,926

1,440,677
901,467

1,954,815
979,490

(870)
2,775,604

396,645
240,413
64,012

158,153
370,806
63,217

161,107
787,967
121,761

4,101 ,501
803,072
128,923
529,171

8 Labor
9 Purchased Water

10 Fuel & Power
11 Chemicals
12 Waste Disposal
13 Management Fees
14 Group Insurance
15 Pensions
16 Regulatory Expense
17 Insurance Other Than Group
18 Customer Accounting
19 Rents
20 General Office Expense
21 Miscellaneous
22 Maintenance Expense
23 Depreciation & Amortization
24 Taxes Other Than income-Property Taxes
25 Taxes Other Than Income-Other
26 Income Taxes
27
28
29 Total Operating Expenses
30 Operating Income (Loss)

$ 16,217,325
$ 2,601,288

$
$

(469,568)
469,588

$
s

(295,690)
295,690

$
$

(142,065)
142,065

$
$

1
(1)

$ 667,926
$ (667,926)

$
s

15,977,930
2,840,683



ARIZONA-AMERICAN WATER COMPANY u AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

S c hedu l e  GTM-12

OP E RAT I NG I NCOM E  ADJUS T M E NT  #1  _  T ANK M AI NT E NANCE  ACCRUAL

L I NE
NO . DE S CRI P T I ON

[A]
C O M P A N Y
P R O P O S E D

[B]
S T A F F

A D J U S T M E N T S

[C]
S T A F F

R E C O M M E N D E D

1 Maintenance Expense $ 591, 329 $ (469,568) $ 121 , 761

Repai r  and Maintenance Expenses
Calendar year  2005
Calendar  year  2006
Calendar  year  2007

Total  for three year period
Normal izat ion Per iod

Normal i z ed Amount

58 , 559
153, 213
153 , 510
365, 282

3
121, 761

References :
Co lumn (A ) ,  Company  S c hedu le  C-1
Column (B):  Tes t imony  GTM
Column (C):  Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . AGUA FRIA WATER
Dcckel No. vs-01303A-08-0221
Test Year Ended December31, 2007

Schedule GTM-13

OPERATING ADJUSTMENT #2- DEPRECIATION EXPENSE

LINE ACCT.
no . m ; DESCRIPTION

(Al
PLANT

BALANCE

Arc Dec 67093

[B]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

sERve/cE~1
2
3
4
5
6
7
8

1.229
321,997

1,429,017
(28,462)

624,652

9,008,963
4,836,856
1 ,162,010
3,550,952

173,284

225,224
80,775
19,406
59,301

8,023

11,874,350
a2a,e4s

21 ,16G,169
11,872

1,271 .551
9,499.933
9,713,171
5,710,217

21 ,371 ,1 so
31 ,329,478
26,094,582
134774,400

89,876
11,273,032

4,666,830
1,583,276

11,793,410

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.50%
1.67%
1.67%
1.67%
4.63%
0.00%
2.50%
3.33%
4.42%
4.42%
4.42%
4.42%
4.00%
1.67%
1.53%
1.53%
1.53%
1.53%
2.00%
2.00%
2.48%
2.51%
2.51%
2.00%
0.00%

395,416
36,626

935,545
525

56,203
379,997
162,210
87.366

326,979
479,341
399,247
275,488

1,79s
279,571
117,137

39,740
235,868

92,a64
74,674

202,657

3.752
7,4s7

44,sas

g
10
11
12
13
14
15
16
11
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
AD
41
42
43
44

a,eo8 346

F1ANTHV
301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339300
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
345300
391100

Organization
Franchises
Land a. Land Rights SS
Land & Land Rights P
Land & Land Rights wr
Land & Land Rights TD
Land & Land Rights AG
SlrUct a Imp as
Struct a. Imp P
Struck & Imp wr
Struck s. Imp TD
Struck s. Imp Offices
Stnuct E. Imp Misc
Coiled & impounding
Wells & Springs
Posner Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
IAIT Equip Non»Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains Bin to Bin
TD Mains ODin to Gin
TD Mains Bin and Grtr
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other PIE Intangible
Other P/E Mist:
Other P/E TD
Oftice Furniture & Equip
Comp & Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other
Computer Equipment

30,559
1 ,462,701

390,585

4.04%
10.00%
22.00%
15.00%
3.92%
4.02%
3.71%
5.20%
10.30%
10.30%
10.00%

1 ,sos
150,658
40,230

POSTTYPLANT
330000 Dis! Reservoirs & Standpipe
331400 TD Mains Bin and Grew.

1 ,647,404
399,361

0.00%
0.00%

304400
331200
331300
345190

Strut & Imp TD
TD Mains Sin to Bin
TD Mains Win to 16in
Remote Control & lnstrumeniation

192,154
205,286
748,152
21 .676

157%
t.53%
1.53%
5.20%

3.2o9
3.141

11.447
1.127

CORPORA
304520
340100
340200
340300
340300
343000
346100
346300

TE ALLOCATION
Struck & Imp Leasehold
Office Furniture & Equip
Comp s. Perish Equip
Computer Software
Computer Software-Other
Tools,$hop,Gaiage Equip
Comm Equip Non-Telephone
CommEquip Other

48,860
241,927

98,398
387,190

10,057
a,270

40,019
1 .054

1.67%
4.04%

10.00%
25.00%
25.00%
4.02%

10.30%
10.30%

816
9,774
9,840

96,798
2,514

332
4,122

109

REALLOC
307000
310100
311200
320100
339300
340200

AT/ON FROM CORPORATE
Wells & Springs
Power Generation EquipOther
Pump Equip Electric
we Equip Non-Media
Other P/E Misc
Comp & Periph Equip

s,8es
15,127
52,898

218,139
212,320

5.078

3.33%
4.42%
4.42%
4.00%
4.98%

10.00%

229
669

2,338
8,726

10,574
50a

Total Plant in Service 209,955,322 2.39% 5,016,683

301000
302000
303200
303300
303400
303500

1,229
321,997

1429,017
(28,462)

624,652

0.00%
0.00%
0.00%
0.00%
0.00%
0. 00%

$ 207,606,889 $ 5,016,683
2.42%

45
is
47
CB
49
so
51
52
53
54
55
56
57
CB
59
60
61
82
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
BE
87
88
89
90
91
92
93

$ 29,706,550 $
$

Less Non Depreciable Plant
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights WT
Land & Land Rights TD
Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment s

(197,344)
(717,839)

4,101 ,501
4397190

(295,590)

Col A
Col B
Col C

References: |
Schedule GWB-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Co! [A] times Col [B] |



ARIZONA-AMERICAN WATER COMPANY - AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-14

OPERATING INCOME ADJUSTMENT #3  _  CHEMICAL EXPENSE

LINE
NO. DESCRIPT ION

[A]
COMPANY
PROPOSED

[B]
ST AF F

AD J U ST M EN T S

[C]
ST AF F

R E C O M M E N D E D

1 Chemica ls s 1,121,555 $ (142,065) $ 979,490

References:
Column (A) ,  Company Schedule  C-1
Column (B) :  Test imony GTM, GTM-8.12
Column (C):  Column (A)  + Column (B)

II l _ l l



LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA-AMERICAN WATER COMPANY _ AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-15

OPERATING ADJUSTMENT #3 n PROPERTY TAX EXPENSE

[A] [Bl

$ 18,818,613
2

37,637,226
18,818,613
56,455,840

3
18,818,613

2
37,637,226
1 ,422,630

$ 18,818,613
2

37,637,226
21,746,549
59,383,775

3
19,794,592

2
39,589,184
1,422,630

39,059,855
0.23

8,983,767
8.94%

803,072
803,071

1

41,011 ,813
0.230

9,432,717
8.94%

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18

19
20
21

$
$
$

Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 *Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 I Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

843,205
803,072
40,132

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

40,132
2,927,936
1.37067%

REFERENCES: 0
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GWB-1, Line 8



ARIZONA-AMERICAN WATER COMPANY - AGUA FRIA WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Sc hedu le G T M - 1 6

OPER A T I N G I N C OM E A D JU ST M EN T  #4  -  I N C OM E T A XES

LINE A C C T
N O . n o . D E S C R I P T I O N

[ A]
C O M P A N Y
P R O P O S E D

[ B]
S T A F F

A D J U S T M E N T S

[ C ]
S T A F F

R E C O M M E N D E D

1 I nc om e Taxes $ (138,755) $ 667 , 926 $ 529,171

References :
C o lum n (A) ,  C om pany  Sc hedu le  C -2
Column (B) :  Tes t imony  GTM
Column (C) :  Column (A)  +  Column (B)



ARIZONA-AMERICAN WATER COMPANY - HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

DIRECT TESTIMONY OF GERALD BECKER

TABLE OF CONTENTS TO SCHEDULES

SCH # TITLE

GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GTM-
GTM-
GTM-
GTM-
GTM-

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT #1 - WORKING CAPITAL
6 RATE BASE ADJUSTMENT #2 - IMPUTED REGULATORY AIAC
7 RATE BASE ADJUSTMENT #3 - DEFERRED DEBITS
8 NOT USED
9 NOT USED

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - TANK MAINTENANCE ACCRUAL
13 OPERATING INCOME ADJUSTMENT #2 - DEPRECIATION EXPENSE
14 OPERATING INCOME ADJUSTMENT #3 - PROPERTY TAX EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 - INCOME TAX EXPENSE

, v

Il l l l l l



$ 421,530$ (815,804) $ 421,530

ARIZONA-AMERICAN WATER COMPANY . HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GWB- 1

REVENUE REQUIREMENT

LINE
n o . DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / LI )

$

$

4,221,474

(131,419)

-3.11%

$

$

4,221.474

(131,419)

-3.11%

$

$

4,062,403

28,874

0.71 %

$

$

4,062,403

28,874

0.71 %

4 840% 8.40% 7.34% 7.34%

5 $

$6

$

$

354,604

(486,023)

1.6785

$

$

354,604

486,023

1 .6785

298,180

269,306

1 .5652

$

$

298,180

269,306

1 .56527

Required Rate of Return

Required Operating Income (L4 * L1)

Operating Income Deficiency (L5 - L2)

Gross Revenue Conversion Fodor

8 l$ 815,804 I

g

10

$

$

1 ,026,586

210,782

-79.47%

$

$

1 ,026,586

210,782

79.47%

$

$

1,026,586

1,448,116

41 .06%

$

$

1,026,586

1,448,116

41 .06%11

12

Required Revenue Increase (L7 * Le)

Adjusted Test Year Revenue

Proposed Annual Revenue (La + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 11.50% 11 .50% 10.00% 10.00%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GWB-10



ARIZONA-AMERICAN WATER COMPANY . HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December31 , 2007

Schedule GWB-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C)LINE
no. DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor?
Revenue
Uncollectible Factor (Line it)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (La - L4)
Revenue Converslon Factor (L1I Ls)

100.0000%
0.0000%

100.0000%
36.1122%
63.8878%
1 .565244

100.0000%
35.1884%
64.8116%
0.0000%

7
B
9
10
11

Calculation of Uncollecttible Factor
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income TaxRate (L7 - LB )
Uncollectible Rate
Uncollernible Factor (LE ' L10 ) 0.0000%

100.0000%
6.9680%

93.0320%
30.3341 %
28.2204%

12
13
14
15
16
17

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 35.1884%

100.0000%
35.1884%
64.8116%

1.4253%
0.9238%

LB
19
20
21
22
23

Calculation of Effective Pronertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GTM-14, L24)
Effective Property Tax Factor (L20*L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 35.1122%

$
$

298,180
28,874

z4 Required Operating Income (Schedule GWB-1, Line 5)
25 AdjustedTes\ Year Operating Income (Loss) (Schedule GWB-10, Line 27)
26 Required Increase in Operating Income (L24 - L25) $ 269,306

$
s

99,282
(46,934)

27
28
29

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col. (C), L52)
Required Increase in Revenue to Provide for income Taxes (L27 - L28) $ 14G,216

$ 1 ,448,116
0.0000%

$
s

30
31
32
33
34

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncollectible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L24 ' L25)
Adjusted Test Year Llncollectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp. $

$
$

50,193
44,184

35
36
87

Property Tax with Recommended Revenue (GTM-15, 20)
Property Tax on Test Year Revenue (GTM-15, Col A, L16)
Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 6,008

38 Total Required Increase in Revenue (L26 + L29 + L37) $ 421,531

$
$
$
$
$
$
$
$
$

Staff Recommended
$ 1 ,448,117
$ 1 ,050,654
$ 129,184
s 268,278

6.9680%
18,694

249,585
7,500
6,250
8,500

58,338

Revenue (Sch GWB-1, Col, [C] LE & 10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L56)
Arizona Taxable Income (L39 - L40 - L41)
Arizona State Income Tax Rate
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L43 - L44)
Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25%
Federal Tax on Third Income Bracket ($75,D01 - $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L44 4- L51)

Staff Adj. Test Year
$ 1,026,586
s 1,044,646
$ 129,184
$ (147,244)

6.9680%
(10,260) $

(136,984) $
(7,500) $
(6,250) $
(8,500) $

(14,424) $
. $

(36,674) $
(46,934) $

80,588
99,282

30.33%
Applicable Federal Income Tax Rate

$ $

39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61

Calculation of Interest Synchronization:
Rate Base (Schedule GWB-3, Col. (C), Line 18)
Weighted Average Cost of Debt
Synchronized Interest (L45 X L46) $

4,062,403
3.1800%
129,184 $

4,062,403
31800%
129,184



ARIZONA-AMERICAN WATER COMPANY - HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-3

RATE BASE _ ORIGINAL COST

(B)

LINE
n o .

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

AS
ADJUSTED

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$$
$
$

9,837,304
1 ,327,687
8,509,617 $ $

9,837,304
1,327,687
8,509,617

LESS.'

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 1,361,843
6,753

1,355,090

$ $ 1 ,361 ,843
6,753

1 ,355,090

7 Advances in Aid of Construction (AIAC) 3,217,334 3,217,334

34,679 34,6798 Imputed Reg AIAC

9 Imputed Reg CIAC 113,427 113,427

10 Deferred Income Tax Credits (Debits)
Customer Meter Deposits
ADD.-

(131 ,385)
512

(131 ,385)

11 Cash Working Capital 102,420 (124,904)

4,556

(22,484)

4,556

4,486 4,486

12 Prepayments

13 Supplies Inventory

14 Projected Capital Expenditures

15 Deferred Debits

##

155,374 155,374

16 Purchase Wastewater Treatment Charges

17 Original Cost Rate Base $ 4,221,474 $ (159,583) $ 4,062,403

References:
Column (A), Company Schedule B-2
Column (B): ScheduleGWB-4
Column (C): Column (A) + Column (B)



References:ADJ #

Working Capital
imputed Reg AIAC
DefeaTed Debits

1
2
3

Schedule GWB-5
Schedule GWB-6
Schedule GWB-7

ARIZONA-AMERICAN WATER COMPANY . HAVASU WATER
Docket No. W$.01303A-08-0227
Test Year Ended December 31, 2oo1

Schedule GWB-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

[8] [Cl [DI [El [E]
LINE
NO.

ACCT.
no. DESCRIPTION

[A]
COMPANY
AS FILED ADJ #1 ADJ #2 ADJ #3 ADJ #4 ADJ #5

[F]
STAFF

ADJUSTED

10,144 10,144
s s $

1
2
3
4
5

41,597 41,597

2,096,895
99.968

2,096,895
ee.s6s

6
7
B
9
10 20,69B 20,698

11
12

148,253
573,245

50,935
1,352.954

148,253
573.245

50,985
1,352,954

4,202
258,942

1,355,012
758,554
442,775
959,064
730,665
278,918
175,586
17,253

4,202
258,942

1,356,012
758,554
442,775
959,064
730,665
278,918
175,586

17,253

116,045
3,254

23,678
75,510

116,045
3,254

23,678
76,510

PLANT IN SERVICE:
301000 Organization
302000 Franchises
303200 Land & Land Rights SS
303300 Land a. Land Rights P
303500 Land & Land Rights TD
303600 Land & Land Rights AG
304100 Struct & imp SS
304200 SUUCT a. imp P
304300 Struck & Imp WT
304400 SINCE s. Imp TD
304600 Struct 8- Imp Offices
304800 Struck & Imp Misc
305000 Coiiect8- Impounding
307000 Wells & Springs
310100 Power Generation Equip Other
311200 Pump Equip Electric
311300 Pump Equip Diesel
311500 Pump Equip Other
320100 WT Equip Non-Media
330000 Dist Reservoirs a Standpipe
331001 TD Mains Not Ciassifred by Size
331100 TD Mains min s. Less
331200 TD Mains bin to Sin
331300 TD Mains 10in to 16in
333000 Services
334'I00 Meters
334200 Meter Installations
335000 Hydrants
339100 Othber P/E Intangible

3392500 Other P/E ss
340100 Office Furniture s. Equip
340200 Comp & Periph Equip
341100 Trans Equip Lt Duty Trks
341200 Trans Equip Hvy Duty Trks
342000 Stores Equipment
343000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
348100 Comm Equip Non-Telephone
346300 Comm Equip Other

17,822
460

as,oe3
11,702
44,413

17,822
AGO

33,093
11 ,702
44,413

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

2,261 2,261
CORPORA TION ALLOCA TION

304620 Struck & Imp Leasehold
331001 Mains
340100 Office Furniture & Equip
340200 Comp s. Periph Equip
340300 Computer Software
340300 Computer SoftwareOther
343000 Tools,Shop,Garaga Equip
346100 Comm Equip Non-Telephone
346300 Comm Equip Other

11,195
4,553

17,917
465
sos

1,852
49

11,195
4,553

17,917
465
383

1,852
49

Post Test Year Arsenic O&M Deferral:
Cost for Media Replacement in Havasu (March, 2008)
Add AFUDC - Cost times rate times # of months

Subtotal $94,995

$88,300
$6,696

$
s
$
$
s
s
s
$
$
$
s
s
s
$
s
$
s
s
$
$
$
$
$
$
s
$
$
$
$
$
s
$
s
s
$
$
$
$
$
$
s
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
5
$

88,300
e,e9e

44
45
46
47
48
49
50
51 Total Plant in Service 9,B37,304 9,8371304

9,537,304
Accumulated Depreciation
Net Plant in Service (L5B - L 59) s

1,327,887
8,509,617 s s s s $ s

1.327,687
8,508.617

s 1,351,843
5,753

1,355,090
3,217,334

$ s $ $ s

$34,$79

1,361,843
6.753

1,355,090
3,217,334

34,679
113,427

(131,385)
512

113,427
(131,385)

512

102,420 (124,904) (22,484)

4,486
4,556

4,486
4,556

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
LB
19
20
21
22
23

LESS'
Contributions in Aid of Construction (CIAC)

Less: Accumulated Amortization
Net CIAC (Lee . L54)

Advances in Aid of Construction (AIAC)
Imputed Reg Advances
imputed Reg CIAC
Deferred Income Tax Credits (Debits)
Customer Meter Deposits
ADD:
Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies Inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Original Cost Rate Base $

155,374
4,221,474 $ (124,904) s (34,679) $

(145,701)
(145,701) s $ $

9,673
3,916,191

24
25
26
27
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ARIZONA-AMERICAN WATER COMPANY . HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB- 6

RATE BASE ADJUSTMENT #4 . IMPUTED REGULATORY AIAC

[C]

DESCRIPTION
Beginning Balance Per Decision No. 67093
None
None
None

[A]
YEAR

OF
ADVANCE

2001
2002
2003
2004
2005
2006
2007

IB]

ADVANCE
AMOUNT

$ 418,704

CIAC
AMORTIZED

$ 418,704 $

61 ,945
64,416
64,416
64,416
64,416
64,416

384.025

(D)
CIAC

REMAING
BALANCE
$ 418,704

356,759
292,343
227,927
163,511

99,095
34,679
34,679$

LINE

L Q
1
2
3
4
5
6
7
8
9

10

None
Per Staff
Company Proposed Imputed Reg. AIAC
Staff Adjustment $ $ 34,679

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 67093
Column [C]: Annual Amortization of Col [B] using 6.5 year recovery period per Decision No. 67093
Column [D]: ClAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY - HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB - 7

RATE BASE ADJUSTMENT #4 - DEFERRED DEBITS

[B]

LINE
w DESCRIPTION

1 At December 31, 2007
6

2007
$

[A]
COMPANY

AS
FILED

155,374
155,374

[C]
STAFF

STAFF AS
ADJUSTMENTS ADJUSTED

(145,701) 9,673
(145,701) $ 301,075$

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GWB



ARIZONA-AMERICAN WATER COMPANY an HAVASU WATER
Docket No. WS-01308A-08-0227
Test Year Ended December 31, 2o07

Schedule GWB-10

OPERATING INCOME STATEMENT .  TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D ] [E]

LINE
N O, DESCRIPTION

C OM PAN Y
TEST YEAR

AS F ILED

ST AF F
TEST YEAR

ADJUSTMENTS

ICE
STAFF

TEST YEAR
A S

ADJUSTED

ST AF F
R EC OM M EN D ED

C H AN GES
STAFF

R EC OM M EN D ED

1
2
3
4
5

$ 1,003,476
23,110

$ $1 ,003,476
23,110

$ 421,531 $ 1,425,007
23,110

Wastewater Revenues
Other Wastewater Revenues
Other
T ot a l  Opera t ing  R evenues $ 1,026,586 s $1 ,026,586 s 421,531 $ 1,448,117

$ 204,741 $ 204,741 $ $ 204,741

111,139
88,249

(52)
166,461

63,729
35.586

3,84o

111 ,139
88,249

(52)
166,461

63,729
35,585

3.840
(8,974)

6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management  Fees
Group Insurance
Pens ions
Regulatory Expense
Insurance Other Than Group
Customer Account ing
Rents
General Off ice Expense
Miscellaneous
Maintenance Expense
Depreciat ion & Amort izat ion
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

(187,950)
(76,346)

7 3 6.008

Total  Operating Expenses
Operating Income (Loss) $

111,139
88,249

(52)
166,461

63,729
35,586

3,840
8,974

22,062
5,059

13,616
42,644

19B,697
291,351

44,112
17,638

(159,839)
1,158,005

(131,419) $

112,905
(160,293)
160,293 s

22,062
5,059

13,616
42,644
10,747

215,004
44,184
17,638

(46,934)
997,712

28,874 $

146,216
152,224
269,307 s

22,062
5,059

13,616
42,644
10,747

215,004
50,193
17,638
99,282

1,149,936
298,181

References:
Column (A):  Company Schedule C-1
Column (B): Schedule GWB 11
Column (C):  Column (A) + Column (B)
Column (D):  Schedules GWB 2,  Lines 29 and 37
Column (E):  Column (C) + Column (D)



References:
GTM 12
GTM 13
GTM 14
GTM 15

ADJ #
1 Tank Maintenance Accrual
2 Depreciation Expense
3 Property Taxes
4 Income Taxes

ARIZONA-AMERICAN WATER COMPANY . HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GTM-11

SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR

LINE
no . DESCRIPTION

[A]
C OM PAN Y
AS FILED

[B]
Tank Mains.

ADJ #1

[C]
Depreciat ion Exp.

ADJ #2

[D]
Property Taxes

ADJ #3

[ E l
Income Taxes

ADJ #4

[G]
STAFF

ADJUSTED

$ 1,003,476
23,110

$ $ $ $ $
$
$
$

1,003,475
23,110

1
2 Wastewater Revenues
3 Other Wastewater Revenues
4 Other
5 Total Operating Revenues $ 1,026,586 $ $ $ $ 1 ,026,586

$ 204,741 $ $ $ $ 204,741

(187,950)
(76,346)

73

6
7 Labor
8 Purchased Water
9 Fuel & Power

10 Chemicals
11 Waste Disposal
12 Management Fees
13 Group Insurance
14 Pensions
15 Regulatory Expense
16 insurance Other Than Group
17 Customer Accounting
18 Rents
19 General Office Expense
20 Miscellaneous
21 Maintenance Expense
22 Depreciation & Amortization
23 General Taxes-property Taxes
24 General Taxes-Other
25 Income Taxes

1 1 1 , 1 3 9
8 8 , 2 4 9

( 52 )
1 6 8 , 4 8 1

6 3 , 7 2 9
3 5 , 5 8 5

3 , 8 4 0
8 , 9 7 4

2 2 , 0 6 2
5 , 0 5 9

1 3 , 8 1 6
4 2 , 6 4 4

1 9 8 , 6 9 7
2 9 1 , 3 5 1

4 4 , 1 1 2
1 7 , 6 3 8

(159,839) 112,905

1 1 1 , 1 3 9
8 8 , 2 4 9

( 52 )
1 6 6 , 4 6 1

6 3 , 7 2 9
3 5 , 5 8 6

3 , 8 4 0
8 , 9 7 4

2 2 , 0 6 2
5 , 0 5 9

1 3 , 6 1 6
4 2 , 6 4 4
1 0 , 7 4 7

2 1 5 , 0 0 4
4 4 , 1 8 4
1 7 , 6 3 8

( 4 6 , 9 3 4 )

26 Total Operating Expenses
27 Operating Income (Loss)

$
$

1,158,005
(131,419)

$
$

(187,950)
187,950

$
$

(76,346)
76,346

$
$

73

(73)
$
$

112,905
(112,905)

$
$

1 ,006,686
19,900



ARIZONA-AMERICAN WATER COMPANY - HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-12

OPERATING INCOME ADJUSTMENT #1 _ TANK MAINTENANCE ACCRUAL

LINE
n o . DESCRIPTION

Vu
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Maintenance Expense $ 198,697 $ (187,950) $ 10,747

Repair and Maintenance Expenses
Calendar year 2005
Calendar year 2006
Calendar year 2007

Total for three year period

Normalization Period
Normalized Amount

16,662
6,712
8,866

32,240

3
10,747

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December31, 2o01

Schedule GTM-13

OPERATING ADJUSTMENT #2- DEPRECIATION EXPENSE

LINE ACCT.
n o . no . DESCRIPTION

[A]
PLANT

BALANCE

ACC Dec. 67093

[8]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

10,144

41 ,597

2,096,895
99,968

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.58%
2.58%
0.00%

54,100
2,579

20,598 2.58%
2.58%
2.58%
2.54%
3.83%
3.83%

534

148,253
573,245

50,935
1 ,352,954

3,825
14,560
1,951

51 ,818

4,202
258,942

1,356,012
758,554
442,775
959,064
730,665
278,916
175,586

17,253

3.83%
7.06%
2.33%
2.10%
2.10%
2.10%
2.10%
2.89%
3.52%
3.52%
1,99%

161
18,281
31 ,595
15,930
9,298

20,140
15,344
8,oe1
6,181

607

116,045
a,254

23,878
78,510

4.47%
4.47%

20.00%
15.00%
3.93%
4.49%
3.08%
2.55%
8.37%
6. 19%

145
1,058

15,302

PLANT IN
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SERVICEs
Organization
Franchises
Land & Land Rights SS
Land a. Land Rights P
Land a. Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Struck & Imp P
Stnuct a Imp WT
Struct & Imp TD
Struck a. Imp Offices
Struck & Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains min to Bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E SS
Office Furniture & Equip
Comp & Periph Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

17,822
460

33,093
11 ,702
44.413

800
14

B44
979

2,149

2,261 2.58% 58
CORPOR

304620
331001
340100
340200
340300
340300
343000
346100
346300

ATION ALLOCA TION
Struck & Imp Leasehold
Mains
Office Furniture & Equip
Comp & Perish Equip
Computer Software
Computer Software-Other
Tools,Shop,Garage Equip
Comm Equip Non-Telephone
Comm Equip Other

11,195
4.553

17,917
465
383

1 ,ask
49

4.47%
4.47%

25.00%
25.00%
4.49%
8.37%
6. 19%

500
204

4,479
116
17

155
3

Post Test Year Arsenic O&M Deferral:
Cost for Media Replacement in Havasu (March, 2008)
Add AFUDC _ Cost times rate times # of months

88,300
6.696

Rounding
Total Plant in Service 9,837,304 2.87% 282,391

301000
303200
303600

Less Non Depreciable Plan!
Organization
Land & Land Rights SS
Land & Land Rights AG

10,144
41,597

0.00%
0.00%
0.00%

$ 9,785,563 $ 282,391
2.89%

1
2
3
4
5
G
7
B
9
10
11
12
13
14
15
16
17
1 a
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
5B
59
60
81
62
63
64
65
66
67
68
69
7D
71
72
73
74

s 1,361,843 $
$

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment $

28,087
39,300

215,004
291,351
(76,346)

Col A
Col B
Col C

References:
Schedule GWB-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col [Al times Col [Bl I



LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA-AMERICAN WATER COMPANY _ HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-14

OPERATING ADJUSTMENT #3 - PROPERTY TAX EXPENSE

[A] [B]

$ 1,026,586
2

2,053,172
1,026,586
3,079,758

3
1,026,586

2
2,053,172

13,454

$ 1,026,586
2

2,053,172
1 ,448,t17
3,501,289

3
1,167,096

2
2,334,193

13,454

2,066,626
0.23

475,324
9.30%

44,184
44,112

73

2,347,647
0.230

539,959
9.30%

$
$
$

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18

19
20
21

Staff Adjusted Test Year Revenues - 2005
W eight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

50,193
44,184

6,008

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

6,008
421,531

1 .42533%

REFERENCES: 0
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GW B-1, Line 8

H l a l



ARIZONA-AMERICAN WATER COMPANY . HAVASU WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31. 2007

Sc hedu le  GT M -15

OPER A T I N G I N C OM E A D JU ST M EN T  #4  -  I N C OM E T A XES

LINE A C C T C O M P A N Y
P R O P O S E D

S T A F F
A D J U S T M E N T S

S T A F F
R E C O M M E N D E DD E S C R I P T I O N

Income Taxes $  ( 1 5 9 , 8 3 9 ) $ 112 . 905 $ (46 , 934)

References
C o lum n (A) ,  C om pany  Sc hedu le  C -2
Column (B) :  Tes t imony  GTM
Column (C) :  Column (A)  +  Column (B)



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

DIRECT TESTIMONY OF GERALD BECKER
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s 209,902

ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER
Docket No. WS~01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GwB-1

REVENUE REQUIREMENT

LINE
n o . DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / L1 )

$ 12,041,310

$ 37,140

0.31%

$ 12,041,310

$ 37,140

0.31%

$

$

8,895,477

525,900

5.91 %

$

$

8,895,477

525,900

5.91 %

4 8.40% 8.40% 7.34% 7.34%

5

6

$

$

$

$

$

$

$

$

7

Required Rate of Return

Required Operating Income (L4 * LI)

Operating Income Deficiency (L5 - L2)

Gross Revenue Conversion Factor

1,011 ,470

974,330

1 .6990

1,011,470

974,330

1 .6990

652,928

127,028

1.6524

652,928

127,028

1,6524

8 $ 1 ,655,405 $ 1 ,655,405 is 209,902 I

9

10

$

$

5,113,631

6,769,036

32.37%

$

$

5,113,631

6,769,036

32.37%

$

$

5,113,631

5,323,533

4.10%

$

$

5,113,631

5,323,533

4.10%11

12

Required Revenue Increase (L7 * Ls)

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 11.50% 11.50% 10,00% 10.00%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GW 810



Staff Recommended
Mohave Water Mohave Water

Only
Mohave Water

Only
s
$
s

5,323,533
4,438,537

283,766
$ 601 ,232

6.96B0°/
$ s

s
s
s
$
s
$
s
$

41 ,894
559,338

7,500
6 250
8 500

91 G50
75,275

190. 175

$
$
$
$
$
$
$
$

s
$
$
$
$
$
$

s 232,069 $ $

Test Year
Mohave Water

$
s
s

5,113,631
4,435,517

283,766
$ s s 394,349

6.9S80%
$
s
s
s
$
$
s
$

$
$
$
s
s
$
s
s

s
$
s
s
$
s
s
s

27,478
366.871

7,500
6,250
a_5o0

91 650
10.836

124,736
$ $ s 152214

ARIZONA-AMERICAN WATER COMPANY . MOHAVE WATER
Docket No. ws-01303A-08-0227
Test Year Ended December31, 2007

Schedule GWB-2

GRoss REVENUE CONVERSION FACTOR

(A) (8) (C) (D) [El [F]LINE
no. DESCRIPTION

1
2
3
4
5
e

Calculation of Gross Revenue Conversion Fodor
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 . LE)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE . LE)
Revenue Conversion Factor (L1 I L5)

1000000%
0.0DOO%

1000000%
39.4B24%
60.5176%
1552412

1000000%
3B.59B9%
61 4011 %

0.0000%

7
8
g

10
11

Calculation of Uncollecttible Factor.
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 _ L8 )
UncoUectible Rate
Uncoliedible Factor (LE " L10 ) 0.0000%

100 0ooo%
6 9880%

93 032o%
34 000O%
31 .6309%

12
13
14
15
16
17

Calculation of Effective TaxRate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 . L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and Slate Income Tax Rate (L13 +L16) 38.5989%

1000000%
38.5989%
61 4011 %

14390%
0.8835%

18
19
20
21
22
23

Calculation of Effective Prone fv Tax Fader
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GTM-14, L24)
Effective Property Tax Factor (L20°L21)
Combined Federal and State income Tax and Property Tax Rate (L17+L22) 39.4824%

s
s

652,928
525,900

24
25
26

Required Operating Income (Schedule GWB-1, Line 5)
Adjus\edTest Year Operating Income (Loss) (Schedule GWB-10, Line 29)
Required Increase in Operating Income (L24 - L25) $ 127,028

s
s

232,069
152.214

27
28
29

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col (C), L52)
Required Increase in Revenue to Provide for IncomeTaxes (L27 _ L28) s 79.854

s 5,323,533
00000%

$
$

30
31
32
33
34

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncollectible Rate (Line 10)
Uncolledibie Expense on Recommended Revenue (L24 ' L25)
Adjusted Test Year Uncollecvjble Expense
Required Increase in Revenue to Provide for Uncollectible Exp. s

s
s

224,060
221 ,039

35
36
37

Property Tax with Recommended Revenue (GTM-15, 20)
Property Tax on Tea! Year Revenue (GTM-15, Col A, L16)
Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 3,020

38 Total Required Increase in Revenue (L26 + L29 + L37) s 209.903

(A) (Bl (Cl (En [EI rpt

39
40
41
42
43
44
45
46
47
48
49
50
51
52

Calculation of Income Tax:
Revenue (Sch GWB-1, Col [C] LE a 10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L56)
Arizona Taxable Income (L39 . L40 . L41)
Arizona State Income Tax Rate
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L43 - L44)
Federal Tax on First Income Bracket ($1 - $50,0D0) @ 15%
Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25%
Federal Tax on Third Income Bracket ($75,001 $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 - $335,00D) @ 39%
Federal Tax on Fifth Income Bracket ($335,001 -$10,00D,000) @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L44 + L51)

I
53 Effective Tax Rate 34.0000%



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-3

RATE BASE - ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
n o .

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

28,800,225
13,084,198
15,716,027 $

(2,150,499)
(26,559)

(2,123,940) $

26,649,726
13,057,639
13,592,087

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 107,549
4

107,545

$ $ 107,549
4

107,545

7 Advances in Aid of Construction (AIAC) 5,947,009 4,407,241

8 Imputed Reg AIAC

(1 ,539,768)

348,557 348,557

9 Imputed Reg CIAC 1,157,044 1,157,044

10 Deferred Income Tax Credits (Debits)
Customer Meter Deposits
ADD.-

(1 ,360,455)
7,800

(1 ,360,455)
7,800

11 Cash Working Capital 367,562 (563,132)

57,963

(195,570)

57,96312 Prepayments

13 Supplies Inventory

14 Projected Capital Expenditures

15 Deferred Debits

8,897 8,897

1,749,805 (1 ,649,972) 99,833

16 Purchase Wastewater Treatment Charges

17 Original Cost Rate Base $ 12,041,310 $ (3,145,833) $ 8,895,477

References:
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



Plant, Accumulated Depreciation and AIAC
Working Capital
Imputed Reg AlAC
Deferred Debits
Post Test Year Plant

References:
Schedule GWB-5
Schedule GWB-6
Schedule GWB-7
Schedule GWB-8
Schedule GWB-9

ADJ #
1
2
3
4
5

ARIZONA-AMERICAN WATER COMPANY . MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December31, 2607

Schedule GWB-4

SUMMARY QF ORIGINAL COST RATE BASE ADJUSTMENTS

LINE ACCT.
M DESCRIPTION

[A]
COMPANY
AS FILED

[B]

ADJ #1

[Cl

ADJ #2

[Di

ADJ #3

[El

ADJ #4
STAFF

ADJUSTED

PLANT IN SERVICE
34.004
37.061

290.792
2.351
9.609

31 .052
389.266

1.687
47.a46

4.5ea

31.052

457.148
29.223

457,148
29,223

663,944
807,515
137,B74

2,264,799

807.515
137.874

2.264.799

(490,772)
(59,875)

$
$
$

1.093.357
(10,405)

11.718.645
827,517(1 ,539,768)

(60,084) $
$

1,009
50,870

1,584,129
49,470

11 ,71e,e45
2,367,285

216,751
3,447,930
1,770,642

238,697
36.473

3.447.830
1 .770642

236.697

137,645
ee,a42

833
343,147 343.147

301000 Organization
302000 Franchises
303200 Land & Land Rights SS
308300 Land a. Land Rights P
303500 Land & Land Rights TD
303500 Land & Land Rights AG
304100 Strict & Imp SS
304200 Strict & Imp P
304300 Struct 8. Imp WT
304400 Strut s. Imp TD
304510 Suruizt8- Imp AG Cap Lease
304500 Struct8- Imp Offices
304700 Sinini8- Imp Store, Shop, Garage
305000 Connect 8. Impounding
307000 Wells & Springs
310100 Power Generation Equip Other
311200 Pump Equip Electric
311300 Pump Equip Diesel
311500 Pump Equip Other
320100 WT Equip Non-Media
330000 Dist Reservoirs 8t Standpipe
331001 TD Mains not Classified by Size
331100 TD Mains min a Less
331200 TD Mains Sin to Bin
331300 TD Mains 10in to 1sir1
333000 Services
334100 Meters
334200 Meter Installations
335000 Hydrarits
339100 Other P/E Intangible
339500 Other P/E TD
340100 Office Furniture 8t Equip
340200 Comp & Periph Equip
340300 Computer Software
341100 Trans Equip Lt Duty Trk$
341200 Trans Equip Hvy Duty Tris
342000 Stores Equipment
343000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non-Telephone
345200 Comm Equip Telephone
346300 Comm Equip Other

2,400
134,138

7,623
172,529
180,533
49,678

5,110

172.529
180.533
49.678

23,411 23.411

115.919
47.147

185.522

CORPORATE PLANT ALLOCATION
304620 Struck & Imp Leasehold
331001 Mains
340100 Office Furniture & Equip
340200 Comp & Perish Equip
340300 Computer Software
340300 Computer Software-Other
343000 Tools,Shop,Garage Equip
348100 Comm Equip Non-Telephone
346300 Comm Equip Other

115,919
47,147

185.522
4.819
3.963

19175
505

19.175

POST TEST YEARPLANT
330000 Dist Reservoirs a Standpipe
331300 TD Mains 10in to 16ir1
331400 TD Mains Greater than 18"

490.772
60.084
59,875 59.875

Total Plant inService 28_B00_226 (1,539,768) (610,731) 26.649727
27,280,458

¢:
Net Plant in Service (L58 - L 59)

13,084,198
s 15,716,028

(26,559)
s (1,513,209 $ $ $ $ (610,731) s

13.057539
13,592,088

$ s s $ s 107.549107,549
4

107,545
5,947,009 (1,539,768)

107.545
4.407.241

348.557

LESS:
Contributions in Aid of Constriction (CIAC)

Less: Accumulated Amortization
Net cIAo (Les . L64)

Advances in Aid of Construction (AIAC)
Imputed Reg Advances
Imputed Reg CIAC
Deferred Income Tax Credits (Debits)
Customer Meter Deposits

1,157,044
(1,360,455)

7,500

1.157.044
(1,360,455)

ADD.
357,562 (563,132) (195,570)

8,897
57.963

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
52
as
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies Inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Original Cost Rate Base

1,749,805
$ 12,041,311 $ 26,559 s (563,132) s $

(1 ,649,972)
(1,649,972) $ (610,731) $

99.833
8.895.478

l l - l _ l



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-5

RATE BASE ADJUSTMENT #1 . PLANT, ACCUMULATED DEPRECIATION, AND AIAC

[Bl [C]
STAFF

AS
ADJUSTED

LINE
no.

ACCT
Description

331.20 Stonebridge Subdivision Plant
Acc Deprec. Stonebridge Subdivision Acc Depr.

AIAC Stonebridge Subdivision AIAC

[A]
COMPANY

AS
FILED
1,189,832

7,532
1,189v832

STAFF
ADJUSTMENTS

(1 ,189,832)
(7,532)

(1 ,189,832)

331.20 WinterHaven Subdivision Plant
Acc Depress. WinterHaven Subdivision Acc Dep

AIAC WinterHaven Subdivision AIAC

239,069.00
12,999,00

239,069.00

(239,069)
(12,999)

(239,069)

331 .20 Mira Monte Subdivision Plant
Acc Deprec. Mira Monte Subdivision Acc Dep

AIAC Mira Monte Subdivision AIAC

110,86700
6,028.00

11D,86700

(110,867)
(6,028)

(110,867)

331.20 Plant Adjustment
Acc. Depreci Acc. Depreciation Total Adj.

AIAC Total Adj.

1,539,76B.00
26,559.00

1,539,l/68.00

(1 ,539,768.00)
(26,559.00)

(1 ,539,768.00)

References:
Column [A]: Amounts included in plant balances per filing,
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY .. MOHAVE WATER
Doeke! No. W$-01303A-08»0227
Test Year Ended December 31, 2007

Schedule GWB-6

RAT E BASE ADJUST MENT  #2 .  WO RKI NG  CAPI T AL

[A] [ 8 ] [ D I [E]

LINE
n o . DE S CRIP T IO N

C O M P A N Y
T E S T  Y E A R

A S  F ILE D

S T A F F
T E S T  Y E A R

A D J U S T M E N T S

[ C l
S T A F F

T E S T  Y E A R
A S

A D J U S T E D
LE A D/ LA G

D A Y S
D O LLA R

D A Y S

$$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

899,973
44,384

501,877
7,848

(295)
940,899
209,312
127,879
119,303

51,991
132,002

15,559
103,944
354,017
583,888
221,795

75,809
(196,927)

(488,307)

899,973
44,384

501,877
7,a4e

(295)
940,899
209,312
127,879
119,303

51,991
132,002

15,559
103,944
354,017

95,581
221,039

751809
152,214
3361736

4,390,071

1 2 0 0
86.87
32.42
28.47
30.00
(3.88)
(4.64)
45.00
30.00
45.00
7.46

(10.68)
30.00
30.00
30.00

212.50
15.65
42.04

106.52
765

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Labor
Purchased  Water
Fuel & Power
Chem ic a ls
Waste Disposal
Manag ement  F ees
Group Insurance
Pens ions
Reg u la t o r y Expense
Insurance Other  Than Group
Customer  Account ing
Rent s
General O f f ice Expense
Misce llaneous
Maintenance Expense
Taxes Other  Than income-Proper ty Taxes
Taxes Other  Than income-Other
Income T axes
Interest
Total  Operat ing  Expenses 4,193,256

336,736
(151,571)

10,799,671
3,855,638

16,270,852
223,384

(8,850)
(3,650,688)

(971 ,209)
5,754,561
3,579,090
2,339,595

984,735
(166,170)

3,118,320
10,620,516

2,867,430
46, 970, 830

1,186,412
6,399,085

35,869,118.72
146,042,320
146,042,320

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net  Lag
Staf f  Ad justed  Expenses
Cash Work ing  Capi ta l
Company As  F ie ld
Staf f  Ad justment

Line 21,  Col.  (E) I Col [C]
Company Workpapers
Line 24 - 23
Line 20,  Col C
Line 25 * Line 26/365 Dal
Co Sched ule B-5
T o G WB-4

33.27
48. 239
(14.97)

4,390,071
(180,085)
367, 562

(547,647)

References:
Column [A] :  Company Sched ule C-1
Column [B] :  Staf f  ad justments to expenses,  See Test imony GWB
Column [C] :  Column [A ]  +  Column [B ]
Column [D] :  Expense Lags Used  on Docket  WS-01303A-08-0403,  approved  in Decis ion No.  70372
Column [E ] :  Column [C]  *  Column [D]

I Illll



ARIZONA~AMERICAN WATER COMPANY . MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB- 7

RATE BASE ADJUSTMENT #3 . IMPUTED REGULATQRY AIAC

[C]UP
YEAR

OF
ADVANCE

2001
2002
2003
2004
2005
2006
2007

[B]

ADVANCE
AMOUNT

$ 4,208,406

CIAC
AMORTIZED

LINE
I Q DESCRIPTION

1 Beginning Balance Per Decision No. 67093
Z None
3 None
4 None
5
6
7
B
9

10

$ 4,208,406

622,613
647,447
647,447
647,447
647,447
647,447

$ 3,859,849

(D)
CIAC

REMAING
BALANCE
$4,208,406

3,585,793
2,938,345
2,290,898
1 ,643,451

996,004
348,557

$ 348,557
None
Per Staff
Company Proposed Imputed Reg. AIAC
Staff Adjustment s $ 348,557

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 87093
Column [C]: Annual Amortization of Col [B] using 8,5 year recovery period per Decision No. 67093
Column [D]: CIAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2oo1

ScheduleGWB - 8

RATE BASE ADJUSTMENT #4 . DEFERRED DEBITS

[A]
COMPANY

AS
FILED

[B]

UNE
n o , DESCRIPTION

1 At December 31 , 2007
2

2007 1 ,749,805
1 ,749,805$

STAFF
ADJUSTMENTS

(1 ,649,972)
$ (1 ,649,972) $

[C]
STAFF

AS
ADJUSTED

99,833
3,399,777

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GWB



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER
Docket No. WS-01303A-08-0227
Tes"t Year Ended December 31, 2007

Schedule GWB- 9

RATE BASE ADJUSTMENT #5 - POST TEST YEAR PLANT

[B]

Description

[C]
STAFF

As
ADJUSTED
$
$
$

ACCT

330000
331300
331001

Distribution Reservoirs
TD Mains 10"-16"
TD Mains 18in and Grtr.

[A]
COMPANY

AS
FILED

490,772
60,084
59,875

610,731

STAFF
ADJUSTMENTS

$ (490,772)
$ (60,084)
$ (59,878)

(610,731)

Referenees:
Column [A]: Amounts included in plant balances per filing.
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]

I l



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WATER
Docket No. ws-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GWB-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECDMMENDED

[A] [B] [D] [E]

LINE

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDEDNO. DESCRIPTION

$ 4,932,808
181,023

$ $ 4,932,608
181,023

$ 209,902 $ 5,142,510
181,023

1
2
3
4
5

Wastewater Revenues
Other Wastewater Revenues
Other
Total Operating Revenues $ 5,113,631 $ $ 5,113,631 s 209,902 s 5,323,533

$ 899,973
44,384

501 ,877
7,846

(295)

$ $ 899,973
44,384

501 ,877
7.846

(295)

(488 ,307)
(348,839)

(755) 3,020

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

899,973
44,3a4

501 ,877
7,846

(295)
940,899
209,312
127,879
119,303

51,991
132,002

15,559
103,944
354,017
583,888
883,235
221 ,795

75,809
(196,927) 349,142

940,899
209,312
127,879
119,303

51 ,991
132,002

15,559
103,944
354,017

95,581
534,396
221,039

75,809
152,214 79,854

940,899
209,312
127,879
119,303

51 ,991
132,002

15,559
103,944
354,017

95,581
534,396
224,060

75,809
232,069

0
0

6
7
8
9
10
11
12
1 3
14
1 5
16
17
1 8
19
20
21
22
2 3
24
2 5
26
27
2 8
29

Total Operating Expenses
Dperating Income (Loss) $

5,076,491
37,140 $

(488,760)
488,760 s

4,587,731
525,900 $

82,875
127,027 $

4,670,606
652,928

References:
Column (A): Company Schedule C-1
Column (B): Schedule GWB 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GWB 2, Lines 29 and 37
Column (E): Column (C) + Column (D)

l ill



References:
GTM 12
GTM 13
GTM 14
GTM 15

ADJ #
1 Tank Maintenance Accrual
2 Depreciation Expense
3 Property Taxes
4 Income Taxes

ARIZONA-AMERICAN WATER COMPANY . MOHAVE WATER
Docket No. ws-01303A-08-0227
Test Year Ended December31, 2007

Schedule GTM-11

SUMMARY OF OPERATING INCOME ADJUSTMENTS ¢ TEST YEAR

LINE
no. DESCRIPTION

[A]
COMPANY
AS FILED

[B]
Tank Mai ft.

ADJ #1

[C]
Depreciation Exp.

ADJ #2

[D]
Property Taxes

ADJ #3

[E]
Income Taxes

ADJ #4

[G]
STAFF

ADJUSTED

$ 4,932,608
181,023

$ $ $ $ 4,932,608
181,023

1
2 Wastewater Revenues
3 Other Wastewater Revenues
4 Other
5 Total Operating Revenues $ 5,113,531 $ $ $ s

$
$
$
$ 5,113,631

$ $ $ $ $ 899,973
44,384

501,877
7,846
(295)

(488,307)
(348,839)

(756)

6
7 Labor
8 Purchased Water
9 Fuel & Power

10 Chemicals
11 Waste Disposal
12 Management Fees
13 Group Insurance
14 Pensions
15 Regulatory Expense
16 insurance Other Than Group
17 Customer Accounting
18 Rents
19 General Office Expense
20 Misoellaneous
21 Maintenance Expense
22 Depreciation & Amortization
23 General Taxes-property Taxes
24 General Taxes-Other
25 income Taxes
26

899,973
44,384

501,877
7,845
(295)

940,899
209,312
127,879
119,303

51,991
132,002

15,559
103,944
354,017
583,888
883,235
221,795

75,809
(196,927) 349,142

940,899
209,312
127,879
119,303

51 ,991
132,002

15,559
103,944
354,017

95,581
534,396
221 ,039

75,809
152,214

27 Total Operating Expenses
28 Operating Income (Loss)

$
$

5,076,491
37,140

s
$

(488,307)
488,307

$
$

(348,839)
348,839

$
$

(756)
756

$ 349,142
$ (349,142)

$
$

4,587,731
525,900

l l lu Ill



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-12

OPERATING INCOME ADJUSTMENT #1 _ TANK MAINTENANCE ACCRUAL

LINE
no. DESCRIPTION

ml
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Maintenance Expense $ 583,888 $ (488,307) $ 95,581

Repair and Maintenance Expenses
Calendar year 2005
Calendar year 2006
Calendar year 2007

Total for three year period

Normalization Period
Normalized Amount

100,287
91,056
95,400

286,743

3
95,581

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WATER
Docket No, WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedu le G T M - 13

OP E RAT ING ADJUS T ME NT  #2-  DE P RE CIAT ION E X P E NS E

L INE
N O.

AC C T.
n o . D E S C R I P T I ON

[ A ]
P L AN T

B ALAN C E

AC C  D ec.  67093
[ B ]

D E P R E C I ATI O N
R A T E

[ C l
D E P R E C I ATI O N

E X P E N SE

a4, 004
37.061

290, 792
2,351
9 , 609

31 ,052
389, 266

1, sa7
47 , a46

4 , 583

11 , 016
4 0

1 , 196
8 3

457 , 148
29 , 223

663 , 944
807 , 515
137, 874

2, 264, 799

0 . 00%
0. 00%
0. 00%
0. 00%
0. 00%
0. 00%
2. 83%
2. 39%
2. 50%
1.81 %
4 . 63%
2. 03%
4. 63%
2. 54%
2. 70%
5. 00%
5. 12%
5. 00%
5. 00%
5. 00%
1.81 %
1 .53%
1 .53%
1 .53%
2. 00%
2. 89%
6. 53%
8. 53%
1 .99%

9 , 2ao
1 .353

16,864
21 , 803

6 , 894
115, 958

1 , 009
50 , 870

1, 584, 129
49 , 470

11, 718, 645
827, 517
216, 751

3, 447, 830
1, 770, 642

236 , 697
36. 473

5 0
2 , 544

28 , 673
7 5 7

179 , 295
12, 661

4 , 335
99, 642

115, 623
15 , 456

7 2 6

137 , 645
66 . 842

8 3 3
343, 147

4 . 04%
15. 59%
25. 00%
22. 00%
15. 00%

3 9 3 %
4. 49%

10. 00%
4 . 64%
3. 66%
9. 76%
s. 19%

5, 561
10, 421

2 0 8
75, 492

PLANT IN
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304510
304600
304700
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
340300
341100
341200
342000
343000
344000
345000
348100
345200
345300

SERVICE '
Or ganizat ion
F r anchises
Land &  Land R ight s SS
Land a.  Land R ight s P
Land &  Land R ight s  TD
Land &  Land R ight s  AG
Struck & Imp SS
Struck & Imp P
Struck 8 Imp \NT
Struck 8t Imp TD
St ruck &  Imp AG Cap Lease
Struct  &  Imp Of f ices
Struck 8~ Imp Store,  Shop, Garage
Collect  &  Impounding
Wel ls  &  Spr ings
Power  Generat ion Equip Other
Pump Equip E lect r ic
P ump E quip D iesel
P ump E quip Ot her
\NT E quip Non-Media
D is t  Reservoir s  a St andpipe
TD Mains Not  C lassif ied by Size
TD Mains min &  Less
TD Mains Sin to B in
TD Mains 10iN to 16in
Sewipes
Meters
Meter  Installat ions
Hydrants
Other  P /E  Intangible
Other  P /E  TD
Of f ice Furniture &  Equip
Comp 8.  Per iph Equip
Computer  Sof tware
Trans E quip Lt  Dut y Tr is
Trans Equip Hvy Duty Trks
St ores E quipment
Tools , Shop, Gar age E quip
Laboratory Equipment
P ower  Operated E quipment
C omm E quip  N on- Te lephone
C omm E quip  Te lephone
Comm E quip O t her

2 , 400
134 , 138

7. 623
172 , 529
180, 533

49 , 678
5 , 110

9 4
6 . 023

762
8. 005
6 . 608
4 , 849

3 1 6

23, 411 4 . 63%
1. 53%
4 . 04%

15. 59%
25 . 00%
25. 00%

4. 49%
3. 66%
6. 19%

1 ,0a4
c ORPORA

3 0 4 6 2 0
331 ODD
3401 OD
3 4 0 2 0 0
3 4 0 3 0 0
3 4 0 3 0 0
3 4 3 0 0 0
3 4 6 1 0 0
346300

T E  P LA NT  A LLOCA T I O N
Struck 8-  Imp Leasehold
M a in s
Of f ice Furniture &  Equip
C omp a P sr iph E quip
Computer  Sof tware
Computer  Sof tware-Other
Tools , Shop, Garage E quip
C omm E quip  N on- Te lephone
Comm E quip Ot her

115, 919
47, 147

185, 522
4 , a19
3, 963

19 , 175
5 0 5

4 . 683
7, 350

46, 381
1 , 205

1 7 8
7 0 2

31

POST  T EST  YEAR PLANT
3 3 0 0 0 0 D ist  Reservoir s  &  Standpipe
331300 TD Mains 10in to 16ir1
3 3 1 4 0 0 TD Mains Greater  than 18"

490, 772
60, 084
59, 875

0. 00%
0. 00%
0. 00%

Total  Plant in Service 27, 260, 458 3 9 2 % 824, 203

Less  N on D epr ec iab le  P lant
Organizat ion
F r anchises
Land &  Land R ights SS
Land &  Land R ight s  P
Land &  Land R ight s TD
Land 8.  Land Rights AG

34, 004
37. 061

290, 792
2, 351
9 , 609

31, 052

0 . 00%
0. 00%
0. 00%
0 0 0 %
0. 00%
0. 00%

$ 26, 855, 589 $ 824, 203
3 . 07%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
35
37
38
39
40
41
42
43
44
45
4B
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
SO
64
65
GG
67
68
69
70
71
72
73
74
75
76
77
78
79

$ 107, 549 $
$

Net  Depreciable P lant  and Depreciat ion Amounts
Composit e Depreciat ion Rate
Less
Amor t izat ion of  Regulatory CIAC at  Set t lement  Rate
Amor t izat ion of  C IAC at  Composite Rate
Staf f  Recommended Deprec iat ion Expense
Company P roposed Deprec iat ion E xpense
Staf f  Adjustment s

286 , 506
3,301

534, 396
8 8 3 2 3 5

( 348, 839)

Co!  A
Col B
C ol  C

References:
Schedu le  G WB - 4
Proposed Rates per  Staf f  Engineer ing Repor t  for  Non Allocated P lant

I
ICol [A]  t imes Col [B l



LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December al, 2007

ScheduleGTM-14

OPERATING ADJUSTMENT #3 - PROPERTY TAX EXPENSE

[A] rB

$ 5,113,631
2

10,227,262
5,113,631

15,340,893
3

5,113,631
2

10,227,262
13,454

$ 5,113,631
2

10,227,262
5,323,533

15,550,795
3

5,183,598
2

10,367,197
13,454

10,240,716
0.23

2,355,365
9.38%

221,039
221,795

10,380,651
0.230

2,387,550
9.38%

$
$
s (756)

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8

1 9
2 0
2 1

Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 l Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line t2 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

224,060
221,039

3,0z0

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

3,020
209,902

1 .43896%

REFERENCES: 0
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GwB-1, Line 8



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Sc hedu le  GT M -15

OPER A T I N G I N C OM E A D JU ST M EN T  #4  -  I N C OM E T A XES

[ B ]
S T A F F

A D J U S T M E N T S
L I N E  A C C T
n o . n o .

1

D E S C R I P T I O N

Income Taxes

[ A ]
C O M P A N Y
P R O P O S E D

$  ( 1 9 6 , 9 2 7 ) $ 349 , 142

[ C ]
S T A F F

R E C O M M E N D E D

$ 152,214

References :
C o lum n (A) ,  C om pany  Sc hedu le  C -2
Column (B) :  Tes t imony  GTM
Column (C) :  Column (A)  +  Column (B)



ARIZONA-AMERICAN WATER COMPANY _ MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

DIRECT TESTIMONY OF GERALD BECKER

TABLE OF CONTENTS TO SCHEDULES
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2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT #1- PLANT, ACCUMULATED DEPRECIATION & AIAC
6 RATE BASE ADJUSTMENT #2 - WORKING CAPITAL
7 RATE BASE ADJUSTMENT #3 - IMPUTED REGULATORY AIAC
8 RATE BASE ADJUSTMENT #4 - DEFERRED DEBITS
9 RATE BASE ADJUSTMENT #5 - POST TEST YEAR PLANT

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - DEPRECIATION EXPENSE
13 OPERATING INCOME ADJUSTMENT #2 - PROPERTY TAX EXPENSE
14 OPERATING INCOME ADJUSTMENT #3 - INCOME TAX EXPENSE



$ (17,195) $ (17,195)

ARIZONA-AMERICAN WATER COMPANY - MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GWB-1

REVENUE REQUIREMENT

LINE
no. DESCRIPTiON

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / L1)

$

$

4,740,149

15,619

0.33%

$

$

4,740,149

15,619

0.33%

$

$

(610,469)

(31 ,426)

5.15%

$

$

(610,469)

(31,426)

5.15%

4 8.40% 8.40% 7.34% 7.34%

5 $

$

$

$6

$

$

398,173

382,553

1 .5786

$

$

398,173

382,553

1 .6786

(44,808)

(13,383)

1 .2849

(44,808)

(13,383)

1.28497

Required Rate of Return

Required Operating Income (L4 * L1 )

Operating Income Deficiency (Ls - L2)

Gross Revenue Conversion Factor

8 $ 642,143 $ 642,143

g $

$

$

$

$

$

$

$10

796,161

1,438,304

80.65%

796,161

1,438,304

80.65%

796,161

778,966

-2.16%

796,161

778,966

-2.16%11

12

Required Revenue Increase (L7 * Le)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 11.75% 11 .75% 10.00% 10.00%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GWB-10



Test Year
Mohave WW Mohave WW Mohave WW

$
$
$

796,161
830,749
(19,474

s
69680%

$
6.9680 /

$ (15,114)
6.9680%

$
s
$
$
$
$
$
$

$
$
$
s
s
$
$
5

(1,o52.)
(14,061 )
(2,109)

$
$
$
$
$
$
$
$ (2,109

$ $ (3,162)s

Staff Recommended
Mohave WW Mohave WW Mohave WW

$
s
$

778,966
830,477
(19 474

s (32,087)
S.9680%

(2,232)
(29,805)

(4 471)

S
$
$
s
s
$
$
$ (4 471

(6 703)$

ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, zoom

Schedule GWB-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D) [E] [F]LINE
no . DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor?
Revenue
Unoollecible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (La . L4)
Revenue Conversion Factor (L1 I Ls)

100.0000¢y,
00000%

1000000%
22.1714%
778286%
1.284875

100.0000%
20.9228%
79.0772%

0.0000%

7
8
9

10
11

Calculation of Uncollecttible Factor
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 . LB )
Uncollectible Rate
Uncollectible Factor (LE * L10 ) 0.0000%

100.0000%
69680%

93.0320%
150000%
139548%

12
13
14
15
16
17

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 . L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 20.9228%

1000000%
20.9228%
79.0772%
1.5790%

1.2486%

18
19
20
21
22
23

Calculation of Effective Property Tax Factor
Unity
combined Federal and State Income Tax Rate (L17)
One Minus Combined income Tax Rate (L18-L19)
Property Tax Factor (GTM-14, L24)
Effective Properly Tax Factor (L20*L21)
Combined Federal and State income Tax and Property Tax Rate (L17+L22) 22.1714%

s
$

(44,808)
(31 ,426)

24
25
26

Required Operating Income (Schedule GWB-1, Line 5)
AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 29)
Required Increase in Operating Income (L24 - L25) $ (13,383)

s
$

(6,703)
(3,162)

27
28
29

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col. (C), L52)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) s (3,541)

$ 778,966
0.0000%

$
$

30
31
32
33
34

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncoliecnible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L24 ' L25)
Adjusted Test Year Uncollectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp. $

$
$

37,760
38,032

35
36
37

Property Tax with Recommended Revenue (GTM-15, zo)
Property Tax on Test Year Revenue (GTM~15, Col A, L16)
Increase in Property Tax Due to Increase in Revenue (L35-L36) $ (272)

38 Total Required Increase in Revenue (L26 + L29 + L37) (17,1951

RA) (Bl (Cl rm IE rF

39
40
41
42
43
44
45
46
47
48
49
50
51
52

Calculation of Income Tax:
Revenue (Sch GWB-1, Col [C] LE & 10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L56)
Arizona Taxable Income (L39 . L40 .. L41)
Arizona State Income Tax Rate
Arizona income Tax (L42 x L43)
Federal Taxable Income (L43 - L44)
Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
Federal Tax on Second Income Bracket ($50,001 . $75,000) @ 25%
Federal Tax on Third Income Bracket ($75,001 . $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 . $335,000) @39%
Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L44 + L51 )

53 Effective Tax Rate 15.0000%

54
55
56

Calculation of Interest Synchronization:
Rate Base (Schedule GWB-3, Col. (C), Line 18)
Weighted Average Cost of Debt
Synchronizers Interest (L45 x L4G)

| Mohaveww I
$ (610,469)

3.1900%
(19,474)$



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31. 2007

Schedule GWB-3

RATE BASE - ORIGINAL cosT

STAFFCOMPANY
AS

FILED
STAFF

ADJUSTMENTS ADJUSTED

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ 2,915,858
357.629

2,558,229$

7.154.300
367.213

6,787,087

$

$

(4,238,442)
(9,584)

(4,228,858) $

4
5

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

726.484
57.539

668.945

726.484
57.539

668.945

7 Advances in Aid of Construction (AIAC) 1.414.706 (306,362)

61

1.108.344

618 imputed Reg AIAC

9 Imputed Reg CIAC 131.237 131.237

10 Deferred Income Tax Credits (Debits)
Customer Meter Deposits

(105,590) (105,590)

11 58.358 (1 ,374,054) (1 ,315,696)

12

13

14

Cash Working Capital

Prepayments

Supplies Inventory

Projected Capital Expenditures

Deferred Debits15

16 Purchase Wastewater Treatment Charges

17 Original Cost Rate Base $ 4,740,149 $ (5,350,618) $ (610,469)

References
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS»01303A-0B-0227
Test Year Ended December 31. 2001

Schedule GWB-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

DESCRIPTION
COMPANY
As FILED ADJ #1 ADJ #3 ADJ #5

[F]
STAFF

ADJUSTED

PLANT IN SERVICE

201.579 201.579

1515.707
74.760

314.343
23.113
18.935

803.788

(306,362) 1309.345
74.760

314.343
23.113
18.935

803.788

14.311
39.019
44.237

14.311
39019
44.237

301000 Organization
352000 WW Franchises
354200 WW Strut & Imp Coll
360000 WW Collection Sewers Forced
361100 WwCollecting Mains
362000 WW Special Coll Struck
363000 WW Services Sewer
364000 WW Flow Measuring Devices
371100 \MN Pump Equip Elect
380100 WW Equip Sed Tanks/Acc
380300 WW TD Equip Sldge Dry/Filt
380500 WW TD Equip Chem Trmt Plt
380600 WW TD Equip Oth Disk
393000 WW Tool Shop 8. Garage Equip
394000 WW Laboratory Equipment
396000 Communication Equipment
398000 Other Plant

26.205 26.205

CORPORA TE ALLOCA TION
304620 Struck & Imp Leasehold
331001 Mains
340100 Office Furniture & Equip
340200 Comp 8- Periph Equip
340300 Computer Sof\ware
340300 Computer SoftwareD\her
343000 Tools,Shop,Garage Equip
346100 Comm Equip Non-Telephone
346300 Comm Equip Other

14.399 14.399

354500 WW Spurn s. imp Gen
371100 \NW Pump Equip Elect
380000 WW TD Equipment

765.906
813.581

2.352593

s <765.906)
s (813.581 )
$ (2,352,593)

$
$
$

Total Plant in Service 7.154.301 (306,362) (3,932_080) 2.915.859

Accumulated Depreication
Net Plant in Service $

367.213
6,787,088 s

(9,584)
(296,778) $ (3,932,080) $

357.629
2.558.230

$ 726.484
57.539

668.945
1.414.706 (306,362)

61.769

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC (L63 . L64)
Advances in Aid of Construction (AIAC)
imputed Reg Advances
lrnputed Reg CIAC
Deferred Income Tax Credits (Debits)

131.237
(105,590)

726.484
57.539

668.945
1.108.344

61.769
131.237

(105,590)

58.358 (1,374,054) l1,315,696)Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Original CostRate Base $ 4,740,150 s (1,374,054) $ (61 ,769) $ $ (3,932,080) $ (610,468)



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-5

RATE BASE ADJUSTMENT #1 . PLANT, ACCUMULATED DEPRECIATION, AND AIAC

STAFFCOMPANY
AS

FILED
170.432

ADJUSTEDDescription
361 .20 Mesa Vista Subdivision Plant

Acc Deprec. Mesa Vista Subdivision Acc Dear
AIAC Mesa vista Subdivision AIAC 170.432

STAFF
ADJUSTMENTS

(170,432)
(7,995)

(170,432)

361.20 Sage Hill Subdivision Plant
Acc Deprec Sage Hill Subdivision Acc Dep

AIAC Sage Hill Subdivision AIAC

135.930.00
1.589.00

135.930.00

(135,93D)
(1 ,589)

(135,930)

361.20 Plant Adjustment
Acc. Depreci Acc. Depreciation Total Adj

AIAC Total Adj

306.3S2.00
9.584.00

306.36200

(306,362.00)
(91584 . 00)

(306,362.00)

References
Column [A]: Amounts included in plant balances per filing
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket NO. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-6

RATE BASE ADJUSTMENT #2 . WORKING CAPITAL

[A] [Bl [D] [E]

LINE
no . DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

1
2
3
4

s

*

$
s
s
$
$
$
$
$
$
s
$
$
s
$
$
s
$

10B,996
73,550
9,214

126,228
123,665
24,045
18,447
22,140

7,294
16,497

1,613
7,874

18,728
4,948

37,922
9,778

(78,894)

12.00
86.87
32.42
28.47
30.00
(3.88)
(4.64)
45.00
30.00
45.00
7.46

(10.68)
30.00
30.00

212.50
15.65
42.04

106.52
734.73

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 ,307,949
6,397,956

298,717
3,593,711
3,709,950

(93,298)
(85,595)
996,316
218,820
742,343

12,033
(84,094)
501 ,786
148,440

8,081,723
153,028

(109,766)
30,226,723
56,016,741

*

*

Labor
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
CustomEr Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
General Taxes-Property Taxes
General Taxes-Other
Income Taxes
Interest
Total Operating Expenses 532,144

2B3,765
283,766

108,996
73,850
9,214

126,228
123,665
24,04e
18,447
22,140

7,294
16,497

1 ,e13
7,874

16,726
4,948

38,032
9,778

(2,611)
283,766
890,302

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
28
27
28
29
30
31
32
33
34
35

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Cash Working Capital
Company As Field
Staff Adjustment

Line 21, Col. (E) I Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col 35
Line 25 * Line 26/365 da;
Co Schedule B-5
To GWB-4

6292
48.239
14.68

890,302
35,806

1,409,860
(1 ,374,054)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GWB
Column [Caz Column [A] + Column [B]
Column [D]: Expense Lags Used on Docket WS-01303A-06-0403, approved in Decision No. 70372
Column [E]: Column [C] * Column [D]

1



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

RATE BASE ADJUSTMENT #3 . IMPUTED REGULATORY AIAC

LINE

n ;
1
2
3
4
5
s
7
8
9

10

REFERENCES:
Columns [A]: Fiscal Years

Beginning
None
None
None
None
None
None
Per Staff
Company Proposed Imputed Reg AIAC
Staff Adjustment

iumn

DESCRIPTION
Balance Per Decision No. 67093

"iEsinQ 6 5 year recovery period per Decision No. 67093

IA]
YEAR

OF
ADVANCE

2001
2002
2003
2004
2005
2005
2007

$

ADVANCE
AMOUNT

$ 745,789

[B]

745,789

CIAC
AMORTIZED

$

$

110,336
114,737
114,737
114,737
114,737
114,737
684,020

IC]

Schedule GWB- 7

$

(D)
CIAC

REMAING
BALANCE
$ 745,789

635,453
520,716
405,980
291 ,243
178,506
61 ,769
61 ,769$

61 ,769



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB - 8

RATE BASE ADJUSTMENT #4 - DEFERRED DEBITS

[B]

LINE
n o . DESCRIPTION

1 At December 31, 2007
e

2007
$

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

7,701
7,701$

[Cl
STAFF

AS
ADJUSTED

7,701
$ (7,701)

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GWB



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GWB - 9

RATE BASE ADJUSTMENT #s . POST TEST YEAR PLANT

IA]
COMPANY

[B]

ACCT

354500 Structures & Imp Gerr'l
371100 Pump Equip Electric
380000 TD Equipment

Description AS
FILED

785,906
813,581

2,352,593
3,932,080

STAFF
ADJUSTMENTS
$ (765,906)
$ (813,581)
$ (2,352,593)

(3,932,080)

[C]
STAFF

AS
ADJUSTED

$ _

$
$

References:
Column [A]; Amounts included in plant balances per filing.
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WASTEWATER
Docket No. ws-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-10

OPERATING INCOME STATEMENT an TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
N O. DESCRIPTION

C O M P A N Y
TEST YEAR

AS F ILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
ST AF F

TEST YEAR
A S

ADJUSTED

STAFF
R EC OM M EN D ED

C H AN GES
STAFF

R EC OM M EN D ED

1
2
3
4
5

$ 791,279
4,882

$ $  7 9 1 , 2 7 9
4,882

$ (17,195) $ 774,084
4,882

Wastewater Revenues
Other Wastewater Revenues
Other
T o t a l  Opera t ing Revenues $ 796,161 $ $  7 9 6 , 1 6 1 s (17,195) s 778,888

$ $ $ $Labor
Fuel & Power
Chemicals
Waste Disposal
Management  Fees
Group insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Account ing
Rents
General Off ice Expense
Miscellaneous
Maintenance Expense
Depreciat ion & Amortization
General Taxes-Property Taxes
General Taxes-Other
income Taxes

(26,796)
109 (272)

108,996
73,650

9,214
126,228
123,665

24,046
18,447
22, 140

7,294
16,497

1 ,s13
7,874

16,726
4,948

248,398
37,922

9,778
(76,894) 73,732

108,996
73,650

9,214
128,228
123,665

24,046
18,447
22,140

7,294
18,497

1,813
7,874

18,728
4 , 948

221,801
38,032

9,778
(3,162) (3,541 )

108,996
73,650

9,214
126,228
123,665

24,046
18,447
22,140

7,294
16,497

1,613
7,874

16,726
4 , 948

221,601
37,760

9,77a
(6,703)

6
7
8
g

1 0
1 1
1 2
1 3
14
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
2 7
2 8

o
0

Total  Operating Expenses
Operating Income (Loss) s

780,542
15,619 $

47, 045
(47,045) s

827,587
(31,426) $

(3,812)
(13,383) s

823,774
(44,808)

References:
Column (A):  Company Schedule C-1
Column (B):  Schedule GTM 11
Column (C):  Column (A) + Column (B)
Column (D):  Schedules GWB 2,  Lines 29 and 37
Column (E):  Column (C) + Column (D)



References:
GTM 12
GTM 13
GTM 14

ADJ #
1 Depreciation Expense
2 Property Taxes
3 Income Taxes

ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS~01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-11

SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR

LINE
no. DESCRIPTION

[A]
COMPANY
AS FILED

[B]
Depreciation Exp.

ADJ #1

[C]
Property Taxes

ADJ #2

[D]
Income Taxes

ADJ #3

[G]
STAFF

ADJUSTED

$ 791,279
4.882

$ $ $ 791,279
4,882

1
2 Wastewater Revenues
3 Other Wastewater Revenues
4 Other
5 Total Operating Revenues $ 796,161 $ $ $

$
$
$
$ 796,161

$ $ $ $

(26,796)
109

6
7 Labor
8 Fuel & Power
9 Chemicals

10 Waste Disposal
11 Management Fees
12 Group Insurance
13 Pensions
14 Regulatory Expense
15 Insurance Other Than Group
16 Customer Accounting
17 Rents
18 General Office Expense
19 Miscellaneous
20 Maintenance Expense
21 Depreciation 8= Amortization
22 General Taxes-Property Taxes
23 General Taxes-Other
24 Income Taxes
25

108,996
73,650
9,214

126,228
123,665
24,046
18,447
22,140
7,294

16,497
1,613
7,874

16,726
4,948

248,398
37,922
9,778

(76,894) 74,283

108,996
73,650
9,214

126,228
123,665
24,046
18,447
22,140

7,294
16,497

1,613
7,874

16,726
4,948

221,601
38,032

9,778
(2,611)

26
27
28 Total Operating Expenses
29 Operating Income (Loss)

$
$

780,542
15,619

$
$

(26,796)
26,796

$
s

109
(109)

$
$

74,283
(74,283)

$
$

828,138
(31,977)



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS~01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-12

OPERATING ADJUSTMENT #1- DEPRECIATION EXPENSE

LINE
no.

ACCT_
NO . DESCRIPTION

[A]
P LA NT

BALANCE

ACC Dec.  69440
[B]

DEPRECIATION
RATE

[ C l
DEPRECIATION

EXPENSE

PLANT IN
301000
352000
354200
360000
361100
362000
363000
364000
371100
380100
380300
380500
380600
393000
394000
396000
398000

SERVICEs
Organizat ion
WW Franchises
WW Struck & Imp Coll
WW Collect ion Sewers Forced
WW Collect ing  Mains
WW Special Coll Struet
WW Services Sewer
W W Flow Measuring  Devices
WW Pump Equip Elect
WW Equip Sed Tanks/Acc
WW TD Equip Sldge Dry/Filt
WW TD Equip Chem Trmt Pit
WW TD Equip Oth Disp
WW Tool Shop & Garage Equip
WW Laboratory Equipment
Communicat ion Equipment
Other Plant

364
201,579

5,382
1,309,345

74,760
314,343
23,113
18,935

803,788
8,807

14,311
39,019
44,237

587
26,205

0.00%
0.00%
2.80%
2.00%
2.00%
2.00%
2.04%

10.00%
5.42%
3.60%
5.00%
5.00%
5.00%
4.47%
3.71%

10.30%

s,e44
108

26,187
1,495
e,41a
2,311
1 ,026

28,936
440
716

1 ,951
1 ,977

22
2,699

1,817
CORPORATE

304620
331001
340100
340200
340300
340300
343000
346100
345300

ALLOCA TION
Struck & Imp Leasehold
Mains
Office Furniture & Equip
Comp & per ish Equip
Computer Sof tware
Computer  Sof twareOther
Tools,Shop,Garage Equip
Comm Equip Non-Telephone
Comm Equip Other

8,997
3,659

14,399
374
308

1 ,488
39

0. 00%
0. 00%
4. 04%
4.04%

25.00%
25.00%

4.47%
3.66%
6.19%

383
148

3,600
9 4
14
54

2

P O S T TEST YEAR PLANT
354500 WW Struck & lmpr Gen
371100 WW Pump Eq u ip  E lec t
380000  WW T D E q u ipm en t

765,906
813,581

2,352,593

5.00%
5.42%
5.00%

38,295
44,096

117,630

Total Plant in Service 6,847,939 4.15% 284,222

352000
304620

Less Non Depreciable Plant
WW Franchises
Struck & Imp Leasehold

364
1817

0.00%
0.00%

$ 6,845,758 $
363,48

283,859
4.15%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
55
66
67
68
69
70

$ 726,484 $
$

Net Depreciable Plant and Depreciat ion Amounts
Composite Depreciat ion Rate
Less
Amortization of Regulatory CIAC at Sett lement Rate
Amortization of CIAC at Composite Rate
Staff  Recommended Depreciat ion Expense
Company Proposed Depreciat ion Expense
Staff Adjustment $

32,497
30,124

221,601
248,398
(26,796)

C o l A
Col B
Col C

References:
Schedule GWB-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col [A lt imes Col [BI |



LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA-AMERICAN WATER COMPANY - MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-13

OPERATING ADJUSTMENT #2 - PROPERTY TAX EXPENSE

[AI [B]

$ 796,161
2

1 ,592,322
796,161

2,388,483
3

796,161
2

1,592,322
13,454

$ 796,161
2

1,592,322
778,966

2,371,288
3

790,429
2

1,580,859
13,454

1,605,776
0.23

369828
10.30%
38,032
37,922

109

1,594,1313
0.230

366,692
10.30%

SO
$
$

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

19
20
21

$
$
$

37,760
38,032

Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWlP - 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement (212)

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Properly Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

(272)
(17,195)

1.57895%

REFERENCES: 0
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GWB-1, Line 8



ARIZONA-AMERICAN WATER COMPANY . MOHAVE WASTEWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedu le  GT M-14

OPER A T I N G I N C OM E A D JU ST M EN T  #3  -  I N C OM E T A XES

L I N E A C C T
n o . n o . D E S C R I P T I O N

M ]
C O M P A N Y
P R O P O S E D

[ C ]
S T A F F

R E C O M M E N D E D

1 I nc om e Taxes $ 126, 228

[ B ]
S T A F F

A D J U S T M E N T S

$ (129,390) $ (3,162)

References :
C o lum n (A) ,  C om pany  Sc hedu le  C -2
Column (B) :  Tes t imony  GTM
Column (C) :  Column (A)  +  Column (B)



ARIZONA-AMERICAN WATER COMPANY _ PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

DIRECT TESTIMONY OF GERALD BECKER

TABLE OF CONTENTS TO SCHEDULES
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8 RATE BASE ADJUSTMENT #4 - DEFERRED DEBITS
g NOT USED
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11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - MANAGEMENT FEES
13 OPERATING INCOME ADJUSTMENT #2 - DEPRECIATION EXPENSE
14 OPERATING INCOME ADJUSTMENT #3 u- CHEMICALS EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 .. PROPERTY TAX EXPENSE
16 OPERATING INCOME ADJUSTMENT #5 - INCOME TAX EXPENSE



$ 1,539,610

ARIZONA-AMERICAN WATER COMPANY - PARADISE VALLEY WATER
Docket No. WS-01303A0-8-0227
Test Year Ended December 31 , 2007

Schedule GWB-1

REVENUE REQUIREMENT

LINE
n o . DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / L1 )

$ 40,864,986

$ 1,552,497

3.80%

$ 40,864,986

$ 1 ,552,497

3.80%

$ 38,958,204

s 1,864,218

4.79%

$ 38,958,204

$ 1,864,218

4.79%

4 8.40% 8.40% 7.34% 7.34%

5

6

$

$

3,432,659

1,880,161

1.6496

$

$

$

$

2,859,532

995,315

1 .6473

$

$

2,859,532

995,315

1 .64737

Required Rate of Return

Required Operating Income (L4 * L1)

Operating Income Deficiency (L5 - L2)

Gross Revenue Conversion Favor

8 $ 3,101,546 $

3,432,659

1,880,161

1.6496 #

0 _
3,101 ,546 fr $ 1,639,610 I

9

10

$ 7,848,732

$ 10,950,278

39.52%

$ 7,848,732 $

$ 10,950,278 #  $

39.52% #

7,848,732

9,488,342

20.89%

$

$

7,848,732

9,488,342

2089%11

12

Required Revenue Increase (L7 * Ls)

Adjusted Test Year Revenue

Proposed Annual Revenue (La + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 11.75% 11.75% # 10.00% 10.00%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GWB-10

I



Test Year
Paradise Valley

Combined
Paradise Valley

Only
Parardise Valley

Only
s
s
$

7,848 732
5,593 849
1 ,242,767

s
69680%

$
6.9680%

s 1,012.117
69680%

s
s
$
$
$
$
$
$

$
$
$
s
$
$
s
s

s
$
$
$
$
$
$
$

70,524
941 ,592

7,500
6 250
8 500

91 650
206,241
320,141

$ $ s 390,666

Staff Recommended
Paradise Valley

Combined
Paradise Valley

Only
Paradise Valley

Only
$
$
$

9,488,342
5,612,455
1,242,767

s 2,633,121
6.9680%

$
6.9680°/

$
$
$
$
$
$
$
$

183,476
2,449.646

7,500
6,25o
s,50o

Qt ,650
718,980
832 880

s
$

s 1 016,355 $

ARIZONA-AMERICAN WATER COMPANY . PARADISE VALLEY WATER
Docket No. WS-01303A~08-0227
Test Year Ended December 31. 2001

Schedule GWB-2

GROSS REVENUE CONVERSION FACTOR

[F]
DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor
Revenue
Uncollectible Factor (Line 11)
Revenues (LI . L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (La . L4)
Revenue Conversion Factor (L1 I Ls)

1000000%
0.0000%

1000000%
39.2957%
607043%
1647328

1000D00%
38.59B9%
51 .4011 %

0.0000%

7
8
9

10
11

Calculation of Uncollecttible Fado/7
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - LB )
Uncollectible Rate
Uncollectible Factor (LE ¢ L10 ) 00000%

1000000%
69580%

930320%
340000°A
31 .6309%

12
13
14
15
16
17

Calculation of Elective Tax Rafe
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State lnoome Tax Rate (L13 +L16) 38.5989%

100000U%
38.5989%
51 .4011 %

1 .1348%
0.6968%

t o
19
20
21
22
23

Calculation of Effective Prone/tv Tax Factor
Unity
Combined Federal and State Income Tax Rate IL17)
One Minus Combined Income Tax Rate (L18~L19)
Property Tax Factor (GTM-14, L24l
Effective Property Tax Factor (L20*L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 392957%

s
$

2.B59.532
1.854.218

24 Required Operating Income (Schedule GWB-1, Line 5)
25 AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 42)
25 Required Increase in Operating Income (L24 - L25) 995.315

s 1.016.35527
28
29

Income Taxes on Recommended Revenue (Col (F), L52)
Income Taxes on Test Year Revenue (Col. (C), L52)
Required Increase in Revenue to Provide for IncomeTaxes (L27 - L2B) 625.690

30 Recommended Revenue Requirement (Schedule GWB-1, Line 10)
31 Uncollectible Rate (Line 10)
32 Uncoi1ectib\e Expense on Recommended Revenue (L24 * L25)
33 Adjusted Test Year Uncollectible Expense
34 Required Increase in Revenue to Provide for Uncollectible Exp

9488342
0.0000%

35 Property Tax with Recommended Revenue (GTM-15, 20)
36 Property Tax on Test Year Revenue (GTM-15, Col A, L16)
37 Increase in Property Tax Due to Increase in Revenue (L35-L36)

286,085
267.428

38 Total Required Increase in Revenue (L26 + L29 + 1.639.610

rF

39
40
41
42
43
44
45
46
47
48
49
50
51
52

Calculation of Income Tax
Revenue (Sch GWB-9, CoI.(C) L5, GWB-1, Col. (D), LE)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L47)
Arizona Taxable Income (Lao - L31 - L32)
Arizona Stale Income Tax Rate
Arizona Income Tax (L33 x L34)
Federal Taxable Income (L33 . L35)
Federal Tax on First income Bracket ($1 - $50,000) @ 15%
Federal Tax on Second income Brad<et ($50,001 - $75,000) @ 25%
Federal Tax on Third Income Bracket ($75,om - $100,ooo) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 . $335,000) @ 39%
Federal Tax on Fifth Income Bracket ($335,001 .$10,000,000) @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L35 + L42)

53 Effective Tax Rate 340000%

56
57
58

Calculation of Interest Svnchronization
Rate Base (Schedule GWB-3, Col. (C), Line 18)
Weighted Average Cost of Debt
Synchronized Interest (L45 X L46)

Combined I Paradise Valley | Paradise Valley |
52,099,553 $ 13,141,349 $ 38,958,204

3.1900% 3.19009 3.190D%
1.661.976 419,209 1,242,767$ $



ARIZONA-AMERICAN WATER COMPANY - PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-3

RATE BASE _ ORIGINAL COST

(A)
COMPANY

AS
FILED

(B) (C)
STAFF

AS
ADJUSTED

LINE
NO.

STAFF
ADJUSTMENTS

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ (180,916)
(180,916)

$

$

61 ,588,447
12,099,985
49,488,461 $ $

61,407,531
11,919,069
49,488,461

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 12,789,338
5,539,222
7,250,116

$ $ 12,789,338
5,539,222
7,250,116

7 Advances in Aid of Construction (AIAC) 1 ,704,269 1 ,704,269

8 Imputed Reg AIAC 233,188 233,188

9 Imputed Reg CIAC

10 Deferred Income Tax Credits (Debits)
Customer Meter Deposits
ADD.-

1 ,600,604
12,600

1 ,600,604
12,600

11 Cash Working Capital 549,034 (589,957)

117,955

(40,923)

117,95512 Prepayments

13 Supplies Inventory

14 Projected Capital Expenditures

15 Deferred Debits

38,726 38,726

1238,398 (1 ,083,637) 154,761

16 Purchase Wastewater Treatment Charges

17 Original Cost Rate Base $ 40,864,986 $ (1 ,906,782) $ 38,958,204

References:
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . PARADISE VALLEY WATER
Dcckef NQ. WS-D1303A~050227
Ted Year Ended December 31. 2007

Schedule GWE-4

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

DESCRIPTION
COMPANY
AS FILED ADJUSTED

FLANT INSERWCE
15.350

10.520 10.520

18.978.185
0

3.003.090
23754

1e.Q7e.1e5
0

3.003.090

(8,533) (8633)

1.519.915
554.531

3.500.015 (112,214)

1.519.915
554.531

3.487.801

9.828.155
14.058

2.184.848
2.395.291

114.959
5.048.296
9.132.418

(6B,702)

2.724 . 75B
350. B70
148. 304

1.054.322

9.828.155
14.058

2.115.945
2.395.291

114.959
5.048.296
9.132.418

14.058
2.724.758

350.870
148.304

1.054.322

58.812
38.292
14.711

58.812
38.292
14.711

111.115
17520

111.116
17.820

3mooo Organization
302000 Franchises
339500 Miscellaneous intangibles
303200 Land & Land Rights SS
303300 Land a Land Rights P
303500 Land & Land Rights TD
303800 Land s. Land Rights AG
304100 Stnuct & Imp SS
304200 Stnuct s. Imp P
304300 Struck s. lrnp WT
304400 Strict s. Imp TD
304500 Strict a. Imp AG
304600 Struck a Imp Offices
304700 Struck & Imp Store Shop, Gar
304800 Struck & imp Misc
305000 Coiled s. Impounding
307000 Wells s. Sprngs
310100 Power Generation Equip Gther
311200 Pump Equip Electric
311300 Pump Equp Diesel
311500 Pump Equip Other
320100 WT Equip Non-Media
309000 Supply Mains
330000 Dist Reservoirs 81 Standpipe
331001 TD Mains Not Ciassitied by Size
331100 TD Mains min & Less
331200 TD Mains Sin to Sin
331300 TD Mains 10in to Bin
332000 Fire Mains
333000 Services
334100 Meters
334200 Meter Installations
335000 Hydrants
339100 Othber PIE Intangible
3395w Other p,fE TD
340100 Office Furniture & Equip
340200 Comp & Periph Equip
340300 Computer Software
340500 Other Of lice Equipment
341100 Trans Equip Lt Duty Tris
341300 Trans Equip Autos
341400 Trans Equip Other
343000 TooI5,Shop,Gerage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
345100 Comm Equip Nora-Telephone
345300 Comm Equip Other

3B5.BB9
5B.B41

300000 ProgeNy Held lot Future Use
AF UDC Debt

304820 Strict 8- Imp Leasehold
33t001 Mains
340100 Office Furniture s. Equip
340200 Comp 8- Periph Equip
340300 Computer Software
340300 Computer So1'tware~Other
343000 ToolsShopGarage Equip
346100 Comm Equip Non-Telephone
345300 Comm Equip Other

34.801
14.155
55.897

34.801
14.t55
55.697

Post TY Plant
Redrilling Well #12 by Oct 2008

307000 Wells 8. Springs
311200 Pump Equip Electric

1.257.750
6?7.250

1.257.750
677.250

Removal of Existing Well #12
307000 Wells & Springs
311200 Pump Equip Electric

(109,294)
(50,679)

(1D9,294)
(50,679)

159 sea 169.390

Rehabilitate war #17
304620 strict 8» Imp Leasehold
304700 Struet 8. Imp Store, Shop, Gar
307000 Wells & Springs
309000 SupplyMains
311200 Pump Equip Eiectrie
311500 Pump Equip Other
334100 Meters

83.200
19.500

83.200
19.500

Removal of Existing Well #17
307000 Wells & Springs
311300 Pump Equip Diesel

(153,549)
(191)

(163,649)
(191)

Toma! NetPost TY Additions 1.B99.267 1.899.257

Total Plant in Service e1.5aa.44a mammal 51.407.532

Accumulated Depreciation
Net Plant in Service (LSB - L 59)

12.099.985
s 49488463

(1B0,91G) 11.919.0_9
49.48B.463

s 12.789338
5.539.222
7.250.116
1.704.269

12.789.338
5.539.222
7.250115
1.704.269

233.188233.188

Contributions in Aid of Construction [CIAC )
Less: Accumulated Amortization

Net CIAC {LS3 - L64)
Advances In Aid of Construction (AIAC)
imputed Reg Advances
Imputed Reg CIAC
Deferred Income Tax Credits (Debits)
Customer Meter Deposits

1.600.604
12.500

1.500.604
12.500

549.034 (589,957) # (40,923)

117.955
38726

117 955

Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Original Cost Rate Base

1.238.398
$ 408549B8 s (589,957) s $ [1083637} $

154.761
38 958.206



ARIZONA-AMERICAN WATER COMPANY . PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-5

RATE BASE ADJUSTMENT #1 . PLANT, ACCUMULATED DEPRECIATION

[B] [C]
STAFF

AS
ADJUSTED

LINE
no.

ACCT
MJ Description
330,00 Dist Reservoirs & Standpipe Plant

Dist Reservoirs & Standpipe Acc.Depreciation
311.20 Pump Equip Electric

Pump Equip Electric Acc Depreciation

[Al
COMPANY

AS
FILED

58,702
G8,702

112,214
112,214

STAFF
ADJUSTMENTS

(68,702)
(68,702)

(112,214)
(112,214)

References:
Column [A]: Amounts included in plant balances per filing.
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . PARADISE VALLEY WATER
Docket NO. WS-01303A-08-0227
Test Year Ended December 31, zool

Schedule GWB-6

RATE BASE ADJUSTMENT #2 . WORKING CAPITAL

[A] [Bl [D] [El

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

715,859 $ 715,859 8,590,308

693,068
236,982

(290)

*

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

923,778
184,827
130,911

21,283
45,435

123,742
21 ,467
87,860

351 ,828
578,292
288,996

57,972
228,400

12.00
86.87
32.42
28.47
30.00
(3.88)

(4.64)
4 5 . 0 0
3 0 . 0 0
4 5 . 0 0

7 . 4 6
( 10. 88)
3 0 . 0 0
3 0 . 0 0
3 0 . 0 0

2 1 2 . 5 0
1 5 . 6 5
4 2 . 0 4

1 0 6 . 5 2
7 6 4 . 7 3

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

w

*

*

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Custom er Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Taxes Other Than income-Property Taxes
Taxes Other Than lncomeOther
Income Taxes
interest
Total Operating Expenses 4,680,411

1,242,787
1,242,787

6 9 3 , 0 8 8
1 8 5 , 5 9 2

( 290)
9 2 3 , 7 7 8
1 8 4 , 8 2 7
130 , 911

2 1 , 2 8 3
4 5 , 4 3 5

1 2 3 , 7 4 2
2 1 , 4 6 7
8 7 , 8 6 0

3 5 1 , 8 2 8
124, 831
2 6 7 , 4 2 8

6 7 , 9 7 2
3 9 0 , 6 6 6

1 ,242,7e7
5,579,025

22,469,271
5,283,804

( 8 , 700)
(3,584,259)

(857,599)
5,890,998

6 3 8 , 4 9 0
2,044,575

9 2 3 , 1 1 5
(229,268)

2,535,800
10,554,840

3,744,930
56,828,552

1 ,063,769
16,423,586

132,379,511
264,791 ,725

1
2
3
4
5
e
7
8
g

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Cash Working Capital
Company As Field
Staff Adjustment

Line 21, Col, (E) / Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col 35
Line 25 ' Line 2B/365 do;
Co Schedule B-5
To GWB-4

47.46
50.139
(2.68)

5,579,025
(40,923)
549,034

(589,957)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GWB
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Used on Docket WS-01303A-06-0403, approved in Decision No. 70372
Column [E}: Column [C] * Column [D]



ARIZONA-AMERICAN WATER COMPANY - PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB- 7

RATE BASE ADJUSTMENT #3 .. IMPUTED REGULATORY cIrc

[C][A]
YEAR

OF
ADVANCE

2001
2002
2003
2004
2005

[B]

ADVANCE
AMOUNT

$ 1,458,872

CIAC
AMORTIZED

LINE

n ;
1
2
3
4
5
e
7
8

$ 1,458,672 $

140,272
145,867
145,867
137,075
569,082

DESCRIPTION
Beginning Balance Per Decision No. S7093
None
None
None
None
Per Staff
Company Proposed imputed Reg. CIAC
Staff Adjustment $

(D)
CIAC

REMAING
BALANCE
$1 ,458,672
1 _318,400
1 ,172,533
1 ,026,665

889,590
$ 889,590

656,402
$ 233,188

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 67093
Column [C]: Annual Amortization of Col [B] using 10 year recovery period per Dec
Column [D]: CIAC per Decision No. 67093, less amortization.

0.235

o



ARIZONA-AMERICAN WATER COMPANY . PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB - 8

RATE BASE ADJUSTMENT #4 - DEFERRED DEBITS

[B]

LINE
no. DESCRIPTION

1 At December 31, 2007
6

2007
$

[A]
COMPANY

AS
FILED
1 ,238,398
1,238,398

STAFF
ADJUSTMENTS

(1 ,083,637)
. $ (1,083,637)  s

[Cl
STAFF

AS
ADJUSTED

154,761
2,322,036

REFERENCES:
Columns [A]: Company schedules
Column (Bl: Column [C] less Column [A]
Column [C]: See testimony GWB

l l IH II I II I'll



ARIZONA-AMERICAN WATER COMPANY - PARADISE VALLEY WATER
Docket No. ws-01303A-08-0227
Test Year Ended December 31 , 2007

Schedule GWB-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [El

LINE
n o . DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJ USTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1
2
3
4
5

s 7,832,113
16,619

$ $ 7,832,113
16,619

$ 1,639,610 $ 9,471,723
16,619

Wastewater Revenues
Other Wastewater Revenues
Other
Total Operating Revenues $ 7,848,732 $ $ 7,848,732 s 1,639,610 s 9,488,342

715,859 $ 715,859 $ $ 715,859

(51 ,390)
693,068
185,592

(290)
923,778
184,827
130,911
21 ,283

693,068
185,592

(290)
923,778
184,827
130,911

21 ,283
(45,435)

Labor
Purchased Water
Fuel a. Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Of lice Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

$
$
s
s
$
$
$
$
$
$
$
s
$
$
$
s
s
$
$

(453,461)
77,868
(1 ,567) 18,606

6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

893,088
238,982

(290)
923,778
184,827
130,911
21 ,283
45,435

123,742
21 ,487
87,880

351 ,828
578,292

1 ,e15,824
288,996

67,972
228,400 162,266

123,742
21,467
87,860

351,828
124,831

1 ,693,691
267,428
67,972

390,666 625,690

123,742
21 ,467
87,860

351 ,828
124,831

1 ,693,691
286,035

67,972
1 ,016,355

Total Operating Expenses
Operating Income (Loss) $

6,296,235
1 ,552,497 $

(311 ,72o)
311 ,720 s

5,984,514
1,864,218 $

644,296
995,314 $

6,628,810
2,859,532

References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GWB 2, Lines 29 and 37
Column (E): Column (C) + Column (D)



References:
GTM 12
GTM 13
GTM 14
GTM 15
GTM 16

ADJ #
1 Management Fees
2 Depreciation Expense
3 Chemicals Expense
4 Property Taxes
5 income Taxes

ARIZONA-AM ERICAN WATER COMPANY . PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31. 2007

SUMMARY OF OPERATING INCOME ADJUSTMENTS . TEST YEAR

LINE
no.

6
7 Labor
8 Purchased Water
9 Fuel & Power

10 Chemicals
11 Waste Disposal
12 Management Fees
13 Group Insurance
14 Pensions
15 Regulatory Expense
16 insurance Other Than Group
17 Customer Accounting
18 Rents
19 General Office Expense
20 Miscellaneous
21 Maintenance Expense
22 Depreciation & Amortization
23 General Taxes-Property Taxes
24 General Taxes-Other
25 Income Taxes
26
27
28
29
30
31
32
33
34
35
36
CB
39
40
41

1

2 Wastewater Revenues
3 Other Wastewater Revenues
4 Other
5 Total Operating Revenues

DESCRIPTION

$

$ 7,B4B,732

$

[A]
COMPANY
AS FILED

7,832,113
16,619

693,068
236,982

(290)
923,778
184,827
130,911
21,283
45,435

123,742
21,467
87,880

351,828
578,292

1,615,824
268,996
67,972

228,400

715,859

s

$

$

IB]
Tank Mains.

ADJ #1

(453,451)

[C]
Depreciation Exp.

ADJ #2

$

$

$

77,868

s

s

$

[D]
Chemicals Exp

ADJ #3

(51 v390)

[El
Property Taxes

ADJ #4

$

s

$

(1,567)

[F]
Income Taxes

ADJ #5

$

$

$

162,266

s
$
S
$

Schedule GTM-11

[G]
STAFF

ADJUSTED

7,848,732

7,832,113
16,619

693,068
185,592

(290)
923,778
184,827
130,911
21,283
45,4a5

123,742
21 ,467
87,860

351,828
124,831

1,693,691
267,428
67,972

390,666

715,859

42 Total Operating Expenses
43 Operating Income (Loss)

$
s

6,296,235
1,552,497

$
$

(453,461)
453,461

$
$

77,868
(77,868)

$
$

(51,390)
51,390

s
$

(1,567)
1,567

$ 182,266
$(162,266)

$
s

6,029,949
1,818,783

III III lllull \Ill ill



ARIZONA-AMERICAN WATER COMPANY _ PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-12

OPERATING INCOME ADJUSTMENT #1 - TANK MAINTENANCE ACCRUAL

LINE
NO. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Maintenance Expense $ 578,292 $ (453,461) $ 124,831

Repair and Maintenance Expenses
Calendar year 2005
Calendar year 2006
Calendar year 2007
Total for three year period

Normalization Period
Normalized Amount

70,856
124,255
179,382
374,493

3
124,831

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)

l l H l l



ARIZONA-AMERI4:AN WATER COMPANY . PARADISE VALLEV WATER
nuckel No. WS01JOlA-05-0217
Test Year Ended Diem bar J1. 2007

Schedule GTM-13

OPERANNO ADJ UST M ENT 5 2 -  DEPRECIAT ION EXPENSE

L INE
M Q.

ACCT.
n o . DESCRIPT ION

IA)
PL ANT

5 &1 4 \N¢ E

Acc Dec ND. 68858
[B]

DEPRECIAT ION
RAT E

[ q
DEPRECIAT ION

EXPEN SE

15,350

10,520

a,324

15,976,165
0

3,003,090
2 3 . 7 9

5,132

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.50%
3.99%
2.00%
1 .50%
3.99%
0.00%
3.99%
3.99%

424,404
0

so ,oez
3 5 6
2 2 9

3,036
(8,633)

121
(344)

1,5191916
554,631

3,487,801
190

2.48%
4 .39%
4.39%
4.39%

37,594
z4,34a

153v114
s

1
2
3
4
5
6
7
8
g
1 0
11
1 2
1 3
14
1 5
1 6
1 7
1 8
1 9
20
21
2 2
2 3
24
2 5
26
2 7
2 8
2 9
3 0
3 1
3 2
3 3
34
3 5
3 5
3 7
3 8
3 9
4 0
4 1
Hz
43

9,826,155
14,05a

2,115,946
2,395,291

114,959
5,046,296
9,132,418

14,05a
21724,758

350,870
148,304

1,054,322

7.06%
2.00%
3.15%
2.52%
4.17%
2.52%
2.34%
2.00%
4.72%
2.51%
1.51%
2.10%

693,727
2 8 1

645,652
60,361

4,794
127,167
213,699

281
128,609

a,a07
2,239

22,141

PLANT IN SER v i c E ;
301000  Organ iza t ion
382000 Franchises
339600 Misoellaneous Intangibles
303200 Land  8  Land  Righ t  ss
303300 Land 81 Land Riggs P
303500 Land 5  Land Right  TD
303600 Land & Land Rights AG
304100 sum 81  Imp  SS
304200 Shad  & Imp  P
304300 S11\ll:\ & Imp WT
304400 S\1\Jui a Imp TD
304500 St1ul:1 a Imp AG
304600 snuck & Imp OfIIces
304700 Shut!! & Imp Store, Shop, Gar
304800 Shun & Imp M isc
305000 Collect & Impounding
307000 Wel ls  s .  Spr ings
310100 Power Generation Equip Oihef
311200 Pump Erwlp Electric
311300 Pump Equip Diesel
311500 Pump Equip Other
320100  WT Erw in  Non -M ed ia
309000 Supply Mains
330000 Dist Reservoirs 8. Standpipe
331001 TD Mains Not CIassifled by Size
331100 TD Mains min & Less
331200 TD Mains min to Bin
331300 TD Mains 10in to 16in
332000 Fire Mains
333000 S e r i e s
334100 Meters
334200 Meter Installations
335000 Hydrants
339100 Othber P/E Intangible
339500 Other P/E TD
340100 Once Fumihhre  5  Equ ip
340200 Comp & Perish Equip
340300  Compu te r  So f tw are
340500 Older Office Equipmerrl
341100 Trans Equip Ll Duty Tris
341300 Trans Equip Amos
341400 Trans Eq'uip O\1\er
343000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipmern
346100 Comm Equip Nun-Telephone
346300 Comm Equip Other

58.812
3 8 z 9 2
14,711

674
(0)

3,541
27,905

111,11s
11,szo
96,131

386,889
58,841

4.04%
10.00%
25 .00%

7 .13%
22 .00%

7.80%
0 .93%
3.61 %

10.00%
4 5 4 %
9.76%
4.93%

2,376
3,829
3,678

i s
(0)

2 7 6
2 6 0

4,011
1,7s2
4,460

37,760
2 , s m

300000 Prnperiy Held for Future Use
AFul:>c Deb!

34,409
1.77a

5 .02%
10.30%

1 ,727
183

7,o2a 0.00%304520
331001
340100
340200
340300
340300
343000
346100
346300

Struct & Imp Leasehold
Mains
Office Furniture a. Equip
Comp 8¢ Periph Equp
CompLier Software
Computer Software-Other
Tools,Shop,Garage Equip
Comm Equip No-n»Tetephone
Comm Equip Other

34,a01
14,155
55,697

1 ,447
1 ,190
5,757

1 5 2

4 .04%
10.00%
25.00%
25.00%

3.61 %
9.76%
4.93%

1,4a6
1,415

13,924
3 6 2

4 3
5 6 2

7

Pos\ TY P'lant
Redritling Well #12 by Of 2008
Wells a springs
Pump Equip Electric

307000
311200

1 ,2s1,750
6771250

0.00%
4.39% 29,731

307000
311200

Removal of Existing Well #12
Wells & Springs
Pump Equip Electric

(109,294)
(504679)

2.48%
4.39%

(2,710)
(2,225)

304620
304700
307000
309000
311200
311500
334100

Rehabilirale Well #17
Strict B- Imp Leasehold
SWAC! & Imp Store, Shop, Gar
Wells & Springs
Supply Mains
Pump Equip Electric
Pump Equip Other
Meters

6 5 0
1 ,too

169,390
a,45a

83,200
19,500

s ,s90

3.99%
2.4a%
2.00%
4 .39%
4 3 9 %
2.51%

5 2
4,201

169
3,652

8 5 6
140

307000
311300

Removal! of Existing Well #17
Wells & Springs
Pump Equip Diese!

(163,649)
(191)

2.48%
4 3 9 %

(4,059)
(8)

Total Net Post TY Additions 1 ,899267

Total Plant in Service 61 ,407,532 3.48% 2,139,541

301000
339600
303500

Less Non Depreciable Plant
Organization
Miscellaneous intangibles
Land & Land Rights TD

15,350
10,520

a,s24

0.00%
0.00%
0.00%

s 61,373,338 s 2,139,541
3.49%

s 12,789,338 s
$

44
4 5
i s
4 7
i s
4 9
5 0
5 1
5 2
5 3
54
5 5
5 6
5 7
5 8
5 9
6 0
e l
6 2
6 3
6 4
6 5
6 6
G7
6 8
6 9
7 0
71
7 2
7 3
14
7 5
7 6
7 7
7 8
7 9
s o
8 1
8 2
8 3
a4
B5
8 6
8 7
8 8
8 9
9 0
91
9 2
93
94
9 5
9 6
9 7
9 8
9 9

1 0 0
101
1 0 2
1 OF
104

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment s

445.850
1,593,691
1.615824

77,868

Ca l A
Cd  B
Col C

References: I
Schedule GwB-1
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col [Al t imes Col [Bl I



ARIZONA-AMERICAN WATER COMPANY - PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-14

OPERATING INCOME ADJUSTMENT #3 I CHEMICALS EXPENSE

LINE
no. DESCRIPTION

Vu
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

1 Chemicals $ 236,982 $ (51 ,390)

[C]
STAFF

RECOMMENDED

$ 185,592

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA-AMERICAN WATER COMPANY . PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-15

OPERATING ADJUSTMENT #4 u PROPERTY TAX EXPENSE

rAn [B]

$ 7,848,732
2

15,697,464
7,848,732

23,546,196
3

7,848,732
2

15,697,464
13,454

$ 7,848,732
2

15,697,464
9,488,342

25,185,806
3

8,395,269
2

16,790,537
13,454

15,710,918
23.0%

3,613,511
7.40%

267,428
268,996

16,803,991
23.0%

3,864,918
7.40%

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18

19
20
21

$
$
s (1,567)

Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

286,035
267,428
18,606

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

18,606
1,639,610
1.13479%

REFERENCES; 0
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GWB-1, Line 8



ARIZONA-AMERICAN WATER COMPANY - PARADISE VALLEY WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Sc hedu le  GT M -16

OPER A T I N G I N C OM E A D JU ST M EN T  #5  -  I N C OM E T A XES
I

[ B ]
S T A F F

A D J U S T M E N T S

[ C ]
S T A F F

R E C O M M E N D E D
LINE A C C T
N O . n o .

1

D E S C R I P T I O N

Income Taxes

[ A ]
C O M P A N Y
P R O P O S E D

$ 228, 400 $ 162, 266 $ 390, 666

References :
C o lum n (A) ,  C om pany  Sc hedu le  C -2
Column (B) :  Tes t imony  GTM
Column (C) :  Column (A)  +  Column (B)

I'll



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31. 2007

DIRECT TESTIMONY OF GERALD BECKER

TABLE OF CONTENTS TO SCHEDULES

TITLE

GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GTM-
GTM-
GTM-
GTM-
GTM-

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT #1- PLANT. ACCUMULATED DEPRECIATION & AIAC
6 RATE BASE ADJUSTMENT #2 - WORKING CAPITAL
7 RATE BASE ADJUSTMENT #3 - IMPUTED REGULATORY AIAC
8 RATE BASE ADJUSTMENT #4 - DEFERRED DEBITS
g NOT USED

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - TANK MAINTENANCE ACCRUAL
13 OPERATING INCOME ADJUSTMENT #2 - DEPRECIATION EXPENSE
14 OPERATING INCOME ADJUSTMENT #3 - PROPERTY TAX EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 - INCOME TAX EXPENSE



s 3,403,087 $ 3,403,087

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-1

REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2

$

$

$

$

3

$ 37,901 ,086

$ 587,425

1.55%

8.40%4

$ 37,901 ,086

$ 587,425

1.55%

8.40%

37,264,959

667,733

1.79%

7.34%

37,264,959

667,733

1 ,79%

7.34%

5

6

$

$

3,183,691

2,596,266

1,6471

$

$

3,183,691

2,596,266

1 .6471

$

$

2,735,248

2,067,515

1.6460

$

$

7

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / L1)

Required Rate of Return

Required Operating Income (L4 * L1)

Operating income Deficiency (Ls - L2)

Gross Revenue Conversion Factor

2,735,248

2,067,515

1 .6460

8 $ $

g

10

$

$

$

$

4,276,301

5,701 ,431

9,977,732

75.00%

$

$

$

$

11

5,701 ,431

9,104,518

59.69%

12

Required Revenue Increase (L7 * LE)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Increase in Revenue (%)

Rate of Recur on Common Equity (%)

4,278,301

5,701 ,431

9,977,732

75.00%

11.75% 11.75%

5,701,431

9,104,518

59.69%

10.00% 10.00%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GWB-10



Test Year
SCW Water

$
$
$

5,701,431
5,361,228
1,188,752

s $ $ (848,550)
6.9680%

s
s
s
$
s
$
s
$

s
$
s
$
s
s
$
$

$
$
$
$
$
$
$
$

(59,127)
(789,423)

(7,500)
(6,250)
(8,500)

(91 ,650)
(154,504)
(268 404

s s s (327,531 )

Staff Recommended
SCW Water

s
$
s

9,104,518
5,397,089
1,188,752

$ 2 518,678
69680°/

$ $

175,501
2,343,176

7,500
6,250
8,5oo

91 ,650
682,780
795,680

$
$
$
$
$
$
$
$

$
$
s
$
$
$
$

$
$
$
$
$
s
$

$ 972,181 $ s

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WATER
Docket No. ws-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D) [E] [F]LINE
m; DESCRIPTION

1
2
3
4
5
6

Calculation of Gloss Revenue Conversion Fader
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (La _L4)
Revenue Conversion Factor (L1 I Ls)

1000000%
0.0000%

100,0000%
39.2459%
60.7541%
1545980

100.0000%
38.5989%
61 .4011 %

0.0000%

7
8
g
10
11

Calculation of UrnoollecnibleFactor
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - La )
Uncollectible Rate
Uncollectible Fodor (LE 9 L10 ) 0.0000%

100.0000%
S9680%

93 .0320'/1
34 0ooo%
31 5309%

12
13
14
15
16
17

Calculation of Elledive Tax Rafe:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Appllcable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and Slate Income Tax Rate (L13 +L16) 38.59B9%

100.0000%
3B.5989%
SI .4011 %

1.0538%
0.6470%

Calculation of Effective Pmnerlv Tax Factor
18 Unity
19 Combined Federal and State Income Tax Rate (L17)
20 One Minus Combined Income Tax Rate (L18-L19)
21 Property Tax Factor (GTM-14, L24)
22 Effective Property Tax Favor (L20*L21 )
23 Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39.2459%

$
$

2,735,248
587,733

24
25
26

Required Operating income (Schedule GWB-1, Line 5)
AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 29)
Required increase in Operating Income (L24 - L25) $ 2,067,515

27
28
29

s
s (327,531)

$

Income Taxes on Recommended Revenue (Col (F), L52)
Income Taxes on Test Year Revenue (Col. (C), L52)
Required Increase in Revenue to Provide for Income Taxes (L27 . L2B) 327,531

s 9,104,518
00000%

$
s

30
31
32
33
34

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncollectible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L24 ' L25)
Adjusted Test Year Uncoilectjble Expense
Required Increase in Revenue to Provide for Uncollectible Exp $

s
s

216,314
180,453

35
36
37

Property Tax with Reoommended Revenue (GTM»15, 20)
Property Tax on Test Year Revenue (GTM-15, Col A, L16)
increase in Property Tax Due to increase in Revenue (L35-L36) $

38 Total Required Increase in Revenue (L28 + L29 + L37) $

35.851

2,430,906

(A) fax (cm Fm rEl fF

Calculation of Income Tax:
39 Revenue (Sch GWB-1, Col. IC] LE & 10)
40 Operating Expenses Excluding Income Taxes
41 Synchronized Interest (L56)
42 Arizona Taxable Income (L39 . L40 - L41)
43 Arizona State Income Tax Rate
44 Arizona Income Tax (L42 x L43)
45 Federal Taxable Income (L43 - L44)
46 Federal Tax on First Income Bracket ($1 - $50,00D) @ 15%
47 Federal Tax on Second Income Bracket ($50,001 . $75,000) @ 25%
48 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34%
49 Federal Tax on Fourth Income Bracket ($100,001 . $335,000) @ 39%
50 Federal Tax on Fifth Income Bracket ($335,00t .$10,000,000) @34%
51 Total Federal Income Tax
52 Combined Federal and State Income Tax (L44 + L51)

I
53 Applicable Tax Rate
54
55

34.0000%

56
57
58

Calculation of Interest Svnchronfzation:
Rate Base (Schedule GWB-3, Col. (C), Line 18)
Weighted Average Cost of Debt
Synchronized Interest (L45 X L45)

[ Sun City West |
$ 37,264,959

3.1900%
1,188,752$

"\



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-3

RATE BASE _ ORIGINAL COST

(B)

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

AS
ADJUSTED

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ 70,000
70,000

$

$

48,893,385
10,514,488
38,378,897 $ $

48,963,385
10,584,488
38,378,897

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 20,548
1 ,057

19,491

$ $ 20,548
1 ,057

19,491

7 Advances in Aid of Construction (AIAC) 1,175,373 1,175,373

8 Imputed Reg AIAC 1 ,006,408 1 ,006,408

9 imputed Reg CIAC 392,368 392,368

10 Deferred Income Tax Credits (Debits)
Customer Meter Deposits
ADD.-

(1 ,326,577)
1 ,225

(1 ,326,577)
1 ,225

11 Cash Working Capital 480,140 (522,003)

24,906

(41 ,863)

24,906

56,510 56,510

12 Prepayments

13 Supplies Inventory

14 Projected Capital Expenditures

15 Deferred Debits

##

(777,486) 892,284 114,798

16 Purchase Wastewater Treatment Charges

17 Original Cost Rate Base $ 37,901,086 $ (636,127) $ 37,264,959

References:
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY _ sun CITY WEST WATER
Docket No. WS-01303A»08-0227
Test Year Ended December al. 2007

Sd'\edule GWB~4

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

DESCRIPTION
COMPANY
As FILED ADJ #1 ADJ #2 ADJ #3 ADJ #5

STAFF
ADJUSTED

PLANT IN SERVICE
20.086

11.651

7.620.981
224.821

7.620.981
224.821

15.828 16.828

2.587.380 2.587.380

5.105.926 5.1059926

169.696
6345.602

760.063
13.055020

70.000

169.696
6.348.603

830.063
13_055.020

409.389
252.695

409.389
252.698

7.342.742
1155.083

147.291
1 .835.s80

7_342.742
1.756.083

147.291
1.835680

20.787

225.177
21.027

20.787
46.715

225.177
21.027

19.641

301000 Organization
302000 Franchises
303200 Land & Land Rights SS
303300 Land 8. Land Rights P
303500 Land & Land Rights TD
303600 Land a Land Rights AG
304100 Struck & Imp SS
304200 Struck 8- Imp P
304300 Struck & Imp WT
304400 Struct & Imp TD
304500 Struck 8- Imp Offi
304800 Struc't 8- Imp Misc
305000 Collect & Impounding
307000 Wells 81 Springs
310100 Power Generation Equip Other
311200 Pump Equip Electric
311300 Pump Equip Diesel
311500 Pump Equip Other
3201 OO VlIT Equip Non-Media
330000 Dist Reservoirs & Standpipe
331001 TD Mains Not Classified by Size
331100 TD Mains min & Less
331200 TD Mains Gin to bin
331300 TD Mains 10in to 16in
332000 Fire Mains
333000 Services
334100 Meters
334200 Meter Installations
335000 Hydrants
339100 Othber P/E Intangible
339500 Other P/E TD
340100 Office Furniture & Equip
340200 Comp a. Periph Equip
341100 Trans Equip Lt Duty Trks
341200 Trans Equip Hvy Duty Trks
342000 Stores Equipment
343000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non-Telephone
346300 Comm Equip Other

161.885
163.135

161.885
163.135

22.828 22.828

113.033
45.973

180.903

113.033
45.973

180.903

304520
331001
340100
340200
340300
340300
343000
346100
346300

Strut & Imp Leasehold
Mains
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Computer Software»Other
Tools,Shop,Garage Equip
Comm Equip Non-Telephone
Comm Equip Other

1B69B 18.698

Total Plant in Service 48893385 70000 48.963385
48.963385

Accumulated Depreciation
Net Plant in Service (L58 _ L 59)

10514488
$ 38,37B.B97

70000 10.584488
38.378.897

20.548

19.491
1475.373

1 .006.408

Contributions in Aid of Construction (CIAC)
Less: Aocumulated Amortization

Net CIAC (LBS . L64)
Advances in Aid of Construction (AIAC)
imputed Reg Advances
Imputed Reg CIAC
Deferred Income Tax Credits (Debits)
Customer Meter Deposits

392.368
(1 ,326,577)

19491
1.175.373
1.006.408

392.368
(1 ,326,577)

480.140 (522,003) (41,863)

56510 56.510

Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies Inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Original Cost Rate Base

(777,486)
$ 37,901,086 s (522,003) $

892284
892.284

114.798
37.264.959



ARIZONA-AMERICAN WATER COMPANY - sun caw WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31. 2007

Schedule GWB-5

RATE BASE ADJUSTMENT #1 - PLANT. ACCUMULATED DEPRECIATION. AND AIAC

COMPANY
AS

FILED

STAFF

Description
330.00 Dist Reservoirs & Standpipe plant

Dist Reservoirs & Standpipe Acc.Depreciation

STAFF
ADJUSTMENTS

70.000
70.000

ADJUSTED
70.000
70.000

References
Column [A]: Amounts included in plant balances per filing
Column (B): Per Testimony GWB
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WATER
Docket No. ws-u1aoaA-na-41221
Test Year Ended December 31, zoom

Schedule GWB-6

RATE BASE ADJUSTMENT #2 . WORKING CAPITAL

[A] [Bl [D] IE]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

$

*

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s

703,217
(2,690)

830,074
227,889

4,391
999,903
191,120
137,699
33,802
5B,S22

133,476
14,331
57 v226

232,408
247,328
179,896
65,832

(324,059)

12.00
86.87
32.42
28.47
30.00
(3.88)
(4.64)
45.00
30.00
45.00

7.48
(10.68)
30.00
30.00
30.00

212.50
15.55
42.04

106.52
764.73

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

8,438,609
(233,682)

26,910,992
6,4BB,013

131,730
(3,879,624)

(886,797)
6,196,439
1,014,060
2,637,990

995,731
(153,055)

1,716,780
6,972,229
1,967,31 o

38,346,249
1 ,030,267

(13,769,389)
126,625,883
210,549,735

*
w
*

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Taxes Other Than lncomeProperty Taxes
Taxes Other Than lncomeOther
Income Taxes
Interest
Total Operating Expenses 3,790,465

(3,472)
1 ,18a,752
1 ,185,281

103,217
(2,690)

B30,074
227,889

4.391
999,903
191 ,120
137,699

33,802
58.622

133,476
14,331
57,226

232,408
65,577

180,453
65,832

(327,531)
1 ,188,152
4,794,551

1
2
a
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
CB
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Cash Working Capital
Company As Field
Staff Adjustment

Line 21, Col. (E) / Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col 35
Line 25 ' Line 26/365 do;
Co Schedule B-5
To GWB-4

43.91
47.10
(3.19)

4,794,551
(41 ,863)
480,140

(522,003)

References:
Column {A]: Company Schedule C-1
Column [B]: Staff adjustments Io expenses, See Testimony GWB
Column [CI; Column [A] + Column [B]
Column [D]: Expense Lags Used on Docket WS-01303A-08»0403, approved in Decision No, 70372
Column [E]: Column [C] ' Column [D]



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-D8-0227
Test Year Ended December 31 , 2007

Schedule GWB- 7

RATE BASE ADJUSTMENT #3 - IMPUTED REGULATORY AIAC

[B] [C][A]
YEAR

OF
ADVANCE

2001
2002
2003
2004
2005
2006
2007

ADVANCE
AMOUNT

$ 12,151,160

CIAC
AMORTIZED

(D)
CIAC

REMAING
BALANCE

1z,1 so ,1 so
10,353,454
8,484,045
6,614,636
4,745,226
2,875,817
1 ,006,408
1 ,006,408

LINE
DESCRIPTION

1 Beginning Balance Per Decision No. 67093
2 None
3 None
4 None
5
6
7
8
9
10

$ 12,151,160

$
1 ,797,706
1 ,8S9,409
1 ,869,409
1 ,869,409
1 ,869,409
1 ,869,409

$11,144,752 $
None
Per Staff
Company Proposed Imputed Reg. AIAC
Staff Adjustment $ s 1 ,005,408

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 67093
Column [C]: Annual Amortization of Col [B] using 6.5 year recovery period per Decision No. 67093
Column [D]: CIAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB - 8

RATE BASE ADJUSTMENT #4 - DEFERRED DEBITS

[Bl

LINE
no. DESCRIPTION

1 At December 31, 2007
s

2007
$

[A]
COMPANY

AS
FILED

(777,486)
(777,486)

STAFF
ADJUSTMENTS

892,284
892,284

[C]
STAFF

AS
ADJUSTED

114,798
$ (1,669,770)

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column {C]: See testimony GWB



ARIZONA-AMERICAN WATER COMPANY n SUN CITY WEST WATER
Docket No. ws-01303A-03-0227
Test Year Ended December 31 , 2oo1

Schedule GWB-10

OPERATING INCOME STATEMENT .. TEST YEAR AND STAFF RECOMMENDED

[A] IB] [Cl
STAFF

TEST YEAR
AS

ADJUSTED

[D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1
2
3
4
5

$ 5,561 ,030
40,401

$ $ 5,661 ,030
40,401

$ 3,403,087 $ 9,064,117
40,401

Wastewater Revenues
Other Wastewater Revenues
Other
Total Operating Revenues $ 5,701,431 $ $ 5,701,431 s 3,403,087 s 9,104,518

$ 703,217
(2,690)

$ $

830,074
227,889

4,391
999,903
191,120
137,699

33,802

703,217
(2,890)

830,074
227,889

4,391
999,903
191,120
137,699

33,802
(58,622)

Operating Expenses
Labor
Purchased Water
Fuel 8< Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8¢ Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(181 ,751 )
162,980

557 35,861

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

703,217
(2,690)

830,074
227,889

4,391
999,903
191 ,120
137,699
33,802
58,622

133,476
14,331
57,226

232,408
247,328

1 ,323,541
179,896
65,832

(324,059) (3,472)

133,476
14,331
57,226

232,408
65,577

1,486,521
180,453
65,832

(327,531) 1,299,712

133,476
14,331
57,226

232,408
e5,s77

1 ,48G,521
216,314

65,832
972,181

Total Operating Expenses
Operating Income (Loss) $

5,114,006
587,425 $

(80,308)
80,308 s

5,033,698
667,733 $

1,335,573
2,067,514 $

8,369,271
2,735,248

References:
Column (A): Company Schedule c-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GWB 2, Lines 29 and 37
Column (E): Column (C) + Column (D)



References:
GTM 12
GTM 13
GTM 14
GTM 2

ADJ #
1 Management Fees
2 Depreciation Expense
3 Property Taxes
4 Income Taxes

ARIZONA-AMERICAN WATER COMPANY . SUN CID WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-11

SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR

LINE
no. DESCRIPTION

[A]
COMPANY
AS FILED

[B]
Tank Mai ft.

ADJ #1

[C]
Depreciation Exp.

ADJ #2

[D]
Property Taxes

ADJ #3

[E]
Income Taxes

ADJ #4

I I I
STAFF

ADJUSTED

$ 5,661,030
40,401

$ $ $ $ 5,661 ,030
40,401

1
2 Wastewater Revenues
3 Other Wastewater Revenues
4 Other
5 Total Operating Revenues $ 5,701,431 $ $ $ $

s
$
$
$ 5,701,431

$ $ $ $ $

(181,751)
162,980

557

6
7 Labor
8 Purchased Water
9 Fuel & Power

10 Chemicals
11 Waste Disposal
12 Management Fees
13 Group Insurance
14 Pensions
15 Regulatory Expense
16 Insurance Other Than Group
17 Customer Accounting
18 Rents
19 General Office Expense
20 Miscellaneous
21 Maintenance Expense
22 Depreciation & Amortization
23 General Taxes-Property Taxes
24 General Taxes-Other
25 Income Taxes
26
27
28
29
30
31
32
33
34
35
36
38
39
40
41

703,217
(2,690)

830,074
227,889

4,391
999,903
191,120
137,699

33,802
58,622

133,476
14,331
57,225

232,408
247,328

1,323,541
179,896

65,832
(324,059) (3,472)

703,217
(2,690)

830,074
227,889

4,391
999,903
191,120
137,699

33,802
58,622

133,476
14,331
57,226

232,408
65,577

1,486,521
180,453

65,832
(327,531)

42 Total Operating Expenses
43 Operating Income (Loss)

$
$

5,114,006
587,425

$
$

(181,751)
181 ,751

$
$

162,980
(162,980)

$
$

557
(557)

$
$

(3,472)
3,472

$
$

5,092,320
609,111

ll!



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-12

OPERATING INCOME ADJUSTMENT #1 ¢ MAINTENANCE ACCRUAL

L i NE
n o . DESCRIPTION

[A]
COMP A NY
P ROP OS E D

[B]
S TA FF

A DJ US T M E NT S

1 Maintenance Expense $ 247,328 $ (181,751)

[C]
S T A F F

R E C O M M E N D E D

$ 65, 577

Repair and Maintenance Expenses
Calendar year 2005
Calendar year 2006
Calendar year 2007

Total for three year period

37,609
48,820

110,302
196,731

11l_



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-13

OPERATING ADJUSTMENT #2- DEPRECIATION EXPENSE

LINE
n o .

ACCT.
n o . DESCRIPT ION

[ A l
PLANT

BALANCE

ACC Dec.  No.  68310
[ B l

DEPRECIATION
RATE

{Cl
DEPRECIATION

EXPENSE

20,086
1,346

11,651
44,957

7,620,981
224,821

90,867

190,525
3,755
1 ,490

16,828 779

2,587,380
36,044

5,105,926
4,505

169,696
6,346,603

830,063
13,055,020

616
409,389
252,698

169
7,342,742
1 ,756,083

147,291
1 ,835,680

0. 00%
0. 00%
0. 00%
0. 00%
0 . w %
0. 00%
2.50%
1.57%
1 .S4%
2. 00%
4. 63%
0. 00%
0.00%
2.52%
4. 42%
4. 42%
4. 42%
4.42%
7.06%
1.67%
1.53%
1.53%
1.53%
1.53%
1.53%
2.48%
2.51%
2.51%
2.00%
0.00%

65,202
1 ,593

225,682
199

7,501
448,070

13,882
199,742

g
6,264
a , s s s

3
1B2,100

44,078
s,e97

36,714

PLANT IN
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SERVICEs
Organizat ion
Franchises
Land & Land Rights SS
Land & Land Rights P
Land a Land Rights TD
Land a Land Rights AG
Struck a Imp ss
Struck & Imp P
Struck 8¢ Imp WT
Struck & Imp TD
Struct 8- Imp Offices
Struck s. Imp Misc
Collect  & Impounding
Wells & Springs
Power Generat ion Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip non-Med ia
Dist Reservoirs & Standpipe
TD Mains Not Classif ied by Size
TD Mains min a Less
TD Mains sin to Bin
TD Mains 10in to Bin
Fire Mains
Services
Meters
Meter Installat ions
Hydrants
Othber P/E Intangible
Other PIE TD
Otiice Furniture & Equip
Comp & Periph Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

20,787
46,715
225,177
21,027

142
19,641
1 ,sos

161 ,885
163,135
1 ,ala

4.59%
10.00%
25.00%
15.00%
3.91%
4.02%
3.71%
5.02%
10.30%
4.93%

954
4,672

56,294
3,154

6
790
60

8.127
16,803

68

304620
331001
340100
340200
340300
340300
343000
346100
346300

22,828 0,00%Struck 8. Imp Leasehold
Mains
Office Furniture 8. Equip
Comp & Perish Equip
Computer Sof tware
Computer Software-Other
Tools,Shop,Garage Equip
Comm Equip Non-Telephone
Comm Equip Other
Total Plant in Service

113,033
45,973

180,903
4,699
3,864

18,698
493

48,963,385

4. 59%
10.00%
25.00%
25.00%

4. 02%
10.30%

4.93%
3.24%

5,188
4,597

45,226
1,175

155
1 .926

24
1 ,584,345

301000
302000
303200
303300
304620

0.00%
0.00%
0.00%
0.00%
0.00%

$

20,086
1 ,346

11 ,651
44,957
22,828

48,852,517 $ 1,584,345
3.24%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

$ 20,548 $
s

Less Non Depreciable Plant
Organizat ion
Franchises
Land & Land Rights SS
Land & Land Rights P
Struct & imp Leasehold
Net Depreciable Plant and Depreciat ion Amounts
Composite Depreciat ion Rate
Less
Amortization of Regulatory CIAC at Sett lement Rate
Amort izat ion of CIAC at Composite Rate
Staff  Recommended Depreciat ion Expense
Company Proposed Depreciat ion Expense
Staff Adjustment s

97,158
666

1,486,521
1,323,541

162,980

ColA
Co\ B
Col C

References: I
Schedule GWB-4
Proposed Rates per Staff  Engineering Reporlior Non A\\ocated P\ant
Col lA lt imes Col lBs



LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-14

OPERAT\NG ADJUSTMENT #3 - PROPERTY TAX EXPENSE

rAn [Bl

$ 5,701,431
2

11,402,862
5,701,431

17,104,293
3

5,701,431
2

11,402,862
13,454

$ 5,701,431
2

11,402,862
9,104,518

20,507,380
3

6,835,793
2

13,671,587
13,454

11,416,316
0.23

2,625,753
6.87%

180,453
179,896

557

13,685,041
0.230

3,147,559
6.87%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

19
20
21

$
$
$

Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

216,314
180,453
35,861

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

35,861
3,403.087
1.05377%

REFERENCES: 0
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 .. Line 20
Line 23: Schedule GWB-1, Line 8



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Sc hedu le  GT M -15

OPER A T I N G I N C OM E A D JU ST M EN T  #4  -  I N C OM E T A XES

LINE A C C T
N O . n o . D ESC R I PT I ON

[ A]
C O M P A N Y
P R O P O S E D

[ B]
S T A F F

A D J U S T M E N T S

[ C ]
S T A F F

R E C O M M E N D E D

1 Income Taxes $  ( 3 2 4 , 0 5 9 ) $ (3,472) $ (327,531)

References ;
C o lum n (A) ,  C om pany  Sc hedu le  C -2
Column (B) :  Tes t imony  GTM
Column (C) :  Column (A)  +  Column (B)



ARIZONA-AMERICAN WATER COMPANY _ TUBACWATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

DIRECT TESTIMONY OF GERALD BECKER

TABLE OF CONTENTS TO SCHEDULES
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GWB-
GWB-
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GWB-
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3 RATE BASE _ ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT #1 .. WORKING CAPITAL
6 RATE BASE ADJUSTMENT #2 - IMPUTED REGULATORY AIAC
7 RATE BASE ADJUSTMENT #3 - DEFERRED DEBITS
8 NOT USED
9 NOT USED

10 OPERATING INCOME STATEMENT .. TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - DEPRECIATION EXPENSE
13 OPERATING INCOME ADJUSTMENT #2 - PROPERTY TAX EXPENSE
14 OPERATING INCOME ADJUSTMENT # - INCOME TAX EXPENSE



ARIZONA-AMERICAN WATER COMPANY - TUBAC WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-1

REVENUE REQUIREMENT

LINE

(A)
COMPANY
ORIGINAL

COST

(C)
STAFF

ORIGINAL
COSTn o. DESCRIPTION

(B)
COMPANY

FAIR
VALUE

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / L1)

$

$

1,527,454

(38,553)

-2.52%

$

$

1,527,454

(38,553)

-2.52%

$

$

1,240,813

(49,701)

-4.01%

$

$

1,240,813

(49,701)

-4.01 %

4 8.40% 8.40% 7.34% 7.34%

5

6

$

$

128,306

166,859

1 .6674

$

$

128,305

156,859

1 .6674

$

$

$

$

7

Required Rate of Return

Required Operating Income (L4 * L1 )

Operating Income Deficiency (Ls - L2)

Gross Revenue Conversion Factor

91,076

140,777

1 .4198

91 ,076

140,777

1 .4198

8 $ 278,209 $ 278,209 $ 199,8811 [ s 199,881 I

g

10

$

$

426,900

705,109

65.17%

$

$

426,900

705,109

65.17%

$

$

426,900 $

626,781 $

46.82%

426,900

626,781

46.82%11

12

Required Revenue Increase (L7 " Le)

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 11.75% 11 .75% 10.00% 10.00%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GwB-10

I



Test Year
Tubae Tubae Tubae

Only
$
$
$

426,900
515,130
39,582

s
6.9680%

$
6.%80V

$ (127,812)
6.96809

s
$
$
s
$
$
$
$

s
s
s
$
$
s
s
s

(8.9%)
(118,906)

(7,500)
(6,250)
(8,500)
(7,373)

(29,623

$
$
$
$
$
$
$
$

$ s $ (38,529)

Staff Recommended
Tubae

Combined
Tubae
Only

$
$
$

Tubae
Only

626,760
519,024

39,582

s
s
s

626,760
519,025
39,582

s 68,154
6.9680%

$ 68,154
6.9680%

4,749
63,405

7,500
3,351

s
s
$
$
s
$
$
s 10,851
$ 15,600 $ 15,600

ARIZONA-AMERICAN WATER COMPANY . TUBAC WATER
Docket No. ws-01:soaA.08.0227
Test Year Ended December31, 2007

Schedule GWB-2

GROSS REVENUE CGNVERSION FACTOR

(A) (B) (C) (D) [E] [F]LINE
NO. DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Fanon
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE . L4)
Revenue Conversion Factor (L1 / Ls)

1900000%
D.0000%

1000000°/u
295699%
70.4301%
1.419848

1000000%
Z7.6219%
72.3781%

0.0000%

7
8
9

10
11

Calculation of Uncollectible Factor
Unity
combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 . LB )
Uncollectib\e Rate
Uncollernible Factor (L99 L10 ) 0.0000%

100,0000%
S9680%

93.0320%
22.2009%
20.G539%

12
13
14
15
16
17

CalculationofEI'lIec1ive Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 . L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 27.6219%

0.019480227

100.0000%
276219%
72.3781%
3.1100%

1 .9480%

18
19
20
21
22
23

Calculation of Effective Prooertv Tax Factor
Unity
combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GTM-14, L24)
Effective Property Tax Factor (L20*L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 29.5699%

s
s

91,076
(49,701)

24 Required Operating Income (Schedule GWB-1, Line 5)
25 AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 29)
26 Required increase in Operating Income (L24 - L25) s 140,777

$
$

15,600
(38,529)

27
28
29

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col (C), L52)
Required Increase in Revenue to Provide Yor Income Taxes (L27 - L28) s 54,130

$ 628,781
00000%

$
s

30
31
32
33
34

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncolletnible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L24 ' L25)
Adjusted Test Year Uncollectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp $

35
36
37

s
s

29,235
25,341

Property Tax with Recommended Revenue (GTM-15, 20)
Property Tax on Test Year Revenue (GTM-15, Col A, L16)
increase in Property Tax Due to Increase in Revenue (L35-L36) s

38 Total Required Increase in Revenue (L26 + L29 + L37) $

3.894

198.800

(A) re l (C) ram [El IF!

$
$
$
$
$
$
$
$

4.749
63,405
1,500
3.351

39
40
41
42
43
44
45
46
47
48
49
50
51
52

10.851 I

22.2009%
#DIV/0!

Calculation of Income Tax:
Revenue (Sch GWB-1, Col. {C] LE 8¢ 10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L56)
Arizona Taxable Income (L39 . L40 . L41 )
Arizona State Income Tax Rate
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L43 - L44)
Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
Federal Tax on Second Income Bracket ($50,001 - $75,000) @25%
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,0D1 - $335,000) @ 39%
Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @34%
Total Federal Income Tax
Combined Federal and State Income Tax (L44 + L51)

I
53 Effective Tax Rate
54
55 22.2009%

v
56
57
58

Calculation of Interest Synchronization:
Rate Base (Schedule GWB-3, Col (C), Line 18)
Weighted Average Cost of Debt
Synchronized Interest (L45 X L46)

I
$
$

Tubae
Combined

14,382,161
3 1900%
458,791 $

$
Tubae I
13,141,349 s

3.1900%
419,209 s

Tubae |
1,240,813

3.1900%
39,582

59
e0
61

Calculation of Rate Base Percentages
(Col (al, L 57)
(Col. [C], L57)
Totals

$

$

Rate Base
13,141,349

1,240,813
14,382,161

Percent
91.37%

8.63%
100.00%



ARIZONA-AMERICAN WATER COMPANY - TUBAC WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB-3

RATE BASE _ ORIGINAL cosT

(B)

LINE
n o .

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

AS
ADJUSTED

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $

$

3,423,384
939,364

2,484,020 $ $

3,423,384
939,364

2,484,020

LESS.-

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 195
17

178

$ $ 195
17

178

7 Advances in Aid of Construction (AIAC) 1,042,125 1,042,125

8 Imputed Reg AIAC 233,188 233,188

9 imputed Reg CIAC 58,023 58,023

10 Deferred Income Tax Credits (Debits)
Customer Meter Deposits
ADD.-

(46,088)
540

(46,088)
540

11 40,665 (2,332) 38,334

12 1 ,598 1 ,598

13 1 ,445 1 ,445

14

15

Cash Working Capital

Prepayments

Supplies Inventor

Projected Capital Expenditures

Deferred Debits 54,503 (51,122) 3,381

16 Purchase Wastewater Treatment Charges

17 Original Cost Rate Base $ 1 ,527,454 $ (286,641) $ 1,240,813

References:
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



Working Capital
Imputed Reg AIAC
Deferred Debits

ADJ #
1
2
3

References:
Schedule GWB-5
Schedule GWB_5
Schedule GWB77

ARIZONA-AMERICAN WATER COMPANY . TUBAC WATER
Docket No. WS-01303A-08~0227
Test Year Ended December 31, 2007

Schedule GWB-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

LINE
no.

ACCT.
no. DESCRIPTION

[A]
COMPANY
AS FILED

[8]

ADJ #1

[CI

ADJ #2

[DI

ADJ #3

[F]
STAFF

ADJUSTED

PLANTIN SERVICE:
1
2
3
4
5

567
2,030

20,414
50
50

422
2,755

25,292
14,608

$
587

2,030
20,414

50
50

422
2,755

25,292
t4,S08

G
7
8
g
10 156

498
156
49B

11
12

238,951
4,ssz

281 ,109
B79

403,B24
55.863

151 ,203
301 ,123
B74,455
390,385

238,951
4,832

281 ,109
B79

403,824
55,aea

151,203
301 ,123
874,455
390,385

401 ,61 B
99,052
20,327
78,367

401 ,61 a
99,052
20,327
78,367

5,453
1,226

17,166

5,453
1.336

17,166

0
14,442

a
14,442

13
14
15
15
17
18
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

301000 Organization
302000 Franchises
303200 Land & Land Rights SS
303300 Land 8. Land Rights P
303400 Land a Land Rights WT
303500 Land 8. Land Rights TD
303600 Land & Land Rights AG
304100 Struck & Imp SS
304200 Struck & Imp P
304300 Struck & imp WT
304400 Strict & imp TD
304600 Struck & Imp Offices
304800 Struct 8\ Imp Misc
305000 collect & impounding
307000 Wells 81 Springs
310100 Power Generation Equip Other
311200 Pump Equip Electric
311300 Pump Equip Diesel
311500 Pump Equip Other
320100 WT Equip Non-Media
330000 Dist Reservoirs & Standpipe
331001 TD Mains Not Classified by Size
331100 TD Mains min 8. Less
331200 TD Mains min to bin
331300 TD Mains 10in to 16ir\
333000 Services
334100 Meters
334200 Meter Installations
335000 Hydrants
339100 Othber P/E Intangible
339500 Other P/E TD
340100 Office Furniture 8. Equip
340200 Comp & Perish Equip
341100 Trans Equip Lt Duty Trks
341200 Trans Equip Hvy Duty Trks
342000 Stores Equipment
343000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non-Telephone
346300 Comm Equip Other

1 ,932
659

1 .932
659

793 79341
42
43
44
45
46
47
48
49
50
51

CORPORA TE ALLOCA TION
304620 Struct & Imp Leasehold
331001 Mains
340100 Office Furniture & Equip
340200 Comp a Periph Equip
340300 Com purer Software
340300 Computer Software-Other
343000 Tools,Shop,Garage Equip
346100 Comm Equip Non-Teiephone
346300 Comm Equip Other

0
Total Plant in Service

3,927
1,597
6.285

163
134
650

17

$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
s
$
$
$
$
$
$
$
$
s
$
s

3,927
1 .597
6,285

163
134
650

17

3,423,384 3,423,384
13,567

Accumulated Depreciation
Net Plant in Service (L58 - L 59) $

939,364
2.484.021 $ $ s $

939,364
2,484,021

$ 195
17

178
1,042,125

$ $ s

233,188
58,023

(46,088)
540

195
17

178
1,042,125

233, 188
58,023

(46,088)
540

40,665 (2,332) 38,334

1,445
1,598

1,445
1,598

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23

LESS:
Contributions in Aid of Construction (CIAC)

Less: Accumulated Amortization
Net CIAC (Lea - LG4)

Advances in Aid of Construction (AIAC)
imputed Reg Advances
Imputed Reg ClAC
Deferred Income Tax Credits (Debits)
Meter Deposits
ADDI
Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies Inventory
Prepayments
Projected Capital Expenditures
Defensed Debits
Original Cost Rate Base $

54,50a
1,527,455 $ (2,332) $ (233,188) $

(51,122)
(51,122) $

3,381
1,240,813

24
25
26
27



ARIZONA-AMERICAN WATER COMPANY . TUBAC WATER
Docket No. WS-01303A-08~0227
Test Year Ended December 31, 2007

Schedule GWB 5

RATE BASE ADJUSTMENT #1 . WORKING CAPITAL

[A] [Bl ID] [El

LINE
n o . DESCRIPTION

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

131,623 $ 131 ,623 1,579,471

*

*

*

$
$
$
$
$
s
$
s
s
$
s
s
$
$
s
$
$
$

25,631
2,190

(27)
87,180
24,921
28,546
1,480
5,049

11 ,844
4,148
8,811

49,935
17,394
25,350
11 ,078

(52,17B)

(1 ,008)

25,631
2,190

(27)
87,180
24,921
28,546
1,480
5,049

11 ,644
4,146
8,811

49,935
17,394
25,341
11 ,078
(38,529)
419,209
815,623

12.00
86.87
32.42
28.47
30.00
(3.88)

(4.64)
4 5 . 0 0
3 0 . 0 0
4 5 . 0 0

7 . 4 6
( 10. 68)
3 0 . 0 0
3 0 . 0 0
3 0 . 0 0

2 1 2 . 5 0
1 5 . 6 5
4 2 . 0 4

1 0 6 . 5 2
7 6 4 . 7 3

$
$
$
$
$
s
$
s
s
$
$
s
$
$
$
$
$
s

Labor
Purchased Water
Fuel 8¢ Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Taxes Other Than lncomeProperty Taxes
Taxes Other Than Income-Other
income Taxes
Interest
Total Operating Expenses 383,774

13,648
419,209
431 ,B49

8 3 0 , 9 5 7
6 2 , 3 5 7

( 810)
(338,258)
(115,635)

1 2 8 4 , 5 9 2
4 4 , 4 0 0

2 2 7 , 2 0 5
8 6 , 8 6 4

( 44 , 279)
2 6 4 , 3 3 0

1,498,059
521 ,820

5,385,060
173 , 370

(1 ,619,77B)
44,654,146
54,493,871

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Cash Working Capital
CompanyAs Field
Staff Adjustment

Line 21, Col. (E) / Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col 35
Line 25 * Line 28/365 do)
Co Schedule B~5
To GW B-4

6881
4986
11.15

815,623
38,334
40,665
(2,332)

References:
Column [A]: Company Schedule C-1
Column [B]; Staff adjustments to expenses, See Testimony GWB
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Used on Docket WS-0t303A-06-0403, approved in Decision No. 70372
Column [E]: Column [C] " Column [D]



ARIZONA-AMERICAN WATER COMPANY . TUBAC WATER
Docket No. ws-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GWB- 6

RATE BASE ADJUSTMENT #2 - IMPUTED REGULATORY AIAC

[c][A]
YEAR

o F
ADVANCE

2001
2002
2003
2004
2005

[B]

ADVANCE
AMOUNT

$ 1.458,672

CIAC
AMORTIZED

LINE

1
2
3
4
5
6

7
8

$ 1 ,458,672 $

140,272
145,867
145,867
137,075
589,082

DESCRIPTION
Beginning Balance Per Decision No. 67093
None
None
None
None
Per Staff
Company Proposed Imputed Reg. CIAC
Staff Adjustment $

(D)
CIAC

REMAING
BALANCE
$1 ,458,672
1 ,318,400
1 ,172,533
1 ,026,665

889,590
$ 889,590

656,402
$ 233,188

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No, 67093
Column [C]: Annual Amortization of Col [B] using 10 year recovery period per Decision No. 67093
Column [D]: CIAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY - TUBAC WATER
Docket No. ws-01303A-08-0227
Test Year Ended December 31, 2oo7

Schedule GWB 7

RATE BASE ADJUSTMENT in - DEFERRED DEBITS

[B]

LINE
n o . DESCRIPTION

1 At December 31, 2007
6

2007
$

IA]
COMPANY

AS
FILED

54,503
54,503

[C]
STAFF

STAFF AS
ADJUSTMENTS ADJUSTED

(51,122) 3,381
(51,122) $ 105,625$

REFERENCES:
Columns [A]: Companyschedules
Column [B]: Column [C] less Column [A]
Column [Caz See testimony GWB



ARIZONA-AMERICAN WATER COMPANY - TUBAC WATER
Docket No. WS-01303A-08-0227 »
Test Year Ended December 31, 2007

Schedule GWB-10

OPERATING INCOME STATEMENT - TEST YEAR A N D STAFF RECOMMENDED

[Al [8] [D] [E]

LINE
n o . DESCRIPTION

C OM PAN Y
TEST YEAR

AS F ILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
R EC OM M EN D ED

C H AN GES
ST AF F

R EC OM M EN D ED

1
2
3
4
5

$ 423,051
3,839

$ $  4 2 3 , 0 6 1
3,839

$ 199,881 $ 622,942
3,839

Wastewater Revenues
Other Wastewater Revenues
Other
Total Operating Revenues $ 426,900 $ $  4 2 5 , 9 0 0 s 199,881 s 626,781

131,823 $ 131,623 $ $ 131,623

#
25,631

2,190
(27)

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Account ing
Rents
General Off ice Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property
General Taxes-Other
Income Taxes

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(1 ,492)
(1 ,008) 3,894

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
28
29
30

25,631
2,190

(27)
87,180
24,921
28,546
1,480
5,049

11,644
4,146
8,811

49,935
17,394
81,679
26,350
11,078
(52,178) 13,648

25,631
2,190

(27)
87,180
24,921
28,546
1,480
5,049

11,644
4,14e
8,811

49,935
17,394
80,187
25,341
11,078
(38,529) 54,130

87,180
24,921
28,546
1,480
5,049

11,644
4,148
8,811

49,935
17,394
80,187
29,235
11 ,078
15,600

Total Operating Expenses
Operating Income (Loss) $

465,453
(38,553) $

11,148
(11,148) s

476,601
(49,701) $

58,023
141,858 $

534,624
92, 15 7

References:
Column (A):  Company Schedule c-1
Column (B):  Schedule GTM 11
Column (C):  Column (A) + Column (B)
Column (D):  Schedules GWB 2,  Lines 29 and 37
Column (E):  Column (C) + Column (D)



References:
GTM 12
GTM to
GTM 14

ADJ #
1 Depreciation Expense
2 Property Taxes
3 Income Taxes

ARIZONA-AMERICAN WATER COMPANY . TUBAC WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM~11

SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR

LINE
no. DESCRIPTION

[A]
COMPANY
AS FILED

[B]
Depreciation Exp.

ADJ #1

[C]
Property Taxes

ADJ #2

[D]
Income Taxes

ADJ #3

[E]
STAFF

ADJUSTED

1
2 Wastewater Revenues
3 Other Wastewater Revenues
4 Other

$ 423,061
3,839

$ $ $ 423,061
3.839

5 Total Operating Revenues $ 426,900 $ $ $

$
$
$
$ 426,900

$ 131,623 $ $ $ 131,623

(1 ,492)
(1,008)

6
7 Labor
8 Purchased Water
9 Fuel & Power

10 Chemicals
11 Waste Disposal
12 Management Fees
13 Group Insurance
14 Pensions
15 Regulatory Expense
16 Insurance Other Than Group
17 Customer Accounting
18 Rents
19 General Office Expense
20 Miscellaneous
21 Maintenance Expense
22 Depreciation gt Amortization
23 General Taxes-Property
24 General Taxes-Other
25 income Taxes
26
27

2 5 , 6 3 1
2 . 1 9 0

( 2 7 )
8 7 , 1 8 0
2 4 , 9 2 1
2 8 , 5 4 6

1 , 4 8 0
5 , 0 4 9

1 1 , 6 4 4
4 , 1 4 6
8 , 8 1 1

4 9 , 9 3 5
1 7 , 3 9 4
81 ,679
2 6 , 3 5 0
1 1 , 0 7 8

( 5 2 , 1 7 8 ) 13,648

25,631
2,190

(27)
87,180
24,921
28,546

1,480
5,049

11,644
4,146
8,811

49,935
17,394
80,187
25,341
11,078

(38,529)

28 Total Operating Expenses
29 Operating Income (Loss)

$
$

465,453
(38,553)

$
SS

(1,492)
1,492

$
$

(1 ,008)
1,008

$
$

13,648
(13,648)

$
$

476,601
(49,701)



ARIZONA-AMERICAN WATER COMPANY . TUBAC WATER
Docket No. WS-D1303A-08-0227
Test Year Ended December31, 2007

Schedule GTM-12

OPERATING ADJUSTMENT #1- DEPRECIATION EXPENSE

LINE
no.

ACCT.
NO. DESCRIPTION

IA]
PLANT

BALANCE

ACC Dec No. 67093

[BI
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

567
2,030

20,414
50
50

422
2,755

25,292
14,608

559
323

156
498

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.21%
2.21%
2.21%
2.21%
2.21 %

3
11

238,951
4,832

281.109
879

403,824
55,863

151,203
301,123
874,455
390,385

7,sao
205

11 ,919
37

17,122
2,235
2.449
5,932

17,227
7.691

401,618
99,052
20,327
78,367

9,840
2,397

492
1 ,544

5,453
1.336

17,166

179
145

4,292

0
14,442

0.00%
3.08%
4.24%
4.24%
4.24%
4.24%
4.00%
1.62%
1.97%
1.97%
1.97%
2.34%
2.45%
2.42%
2.42%
1 .97%
0.00%
0.00%
3.28%

10.83%
25.00%
15.00%
3.59%
3.59%
0.00%
4.64%
5.03%
4.93%

o
518

PLAN T IN
301 O00
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
M2000
343000
344000
345000
346100
346300

SERVICE:
Organization
Franchises
Land 8= Land Rights SS
Land & Land Rights P
Land & Land Rights WT
Land & Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Struck & Imp P
Struck a. Imp WT
Struck 8t Imp TD
Struet & Imp Offices
Struck 8i Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min s. Less
TD Mains min to Bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp & Periph Equip
Trans Equip Lt Duty Trks
Trans Equip Hw Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

11932
659

97
32

CORPOR
304820
331001
340100
340200
340300
340300
343000
346100
346300

793 0.00%
ATE ALLOCA TION

Struck & Imp Leasehold
Mains
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Computer SoftwareOther
Tools,Shop,Garage Equip
Comm Equip Non-Telephone
Comm Equip Other
Total Plant in Service

3,927
1,597
6,285

1G3
134
G50

17
3,423,384

3.28%
10.83%
25,00%
25.00%

3.59%
5.03%
4.93%
2.76%

129
173

1,571
41

5
33

1
94,561

301000
302000
303200
303300
303400
303500
303600
304620

$

567
2,030

20,414
50
50

422
2,755

793
3,396,303 $ 94,561

2.78%

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
53
64
65
66
67
68
69
70
71
72
73

s 195 $
$

Less Non Depreciable Plan!
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land 8- Land Rights WT
Land a Land Rights TD
Land & Land Rights AG
Struck & Imp Leasehold
Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment s

14,368
5

80,187
81 .679
(1,492)

Col A
Col B
Col C

References:
Schedule GWB-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col [A] times Col [B] |



LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA-AMERICAN WATER COMPANY - TUBAC WATER
Docket No. WS-01303A-08-0227
Test Year Ended December 31, 2007

Schedule GTM-13

OPERATING ADJUSTMENT #2 - PROPERTY TAX EXPENSE

FAI [B]

$ 426,900
2

853,800
426,900

1 ,280,700
3

426,900
2

853,800
13,454

$ 426,900
2

853,800
626,781

1 ,480,581
3

493,527
2

987,054
13,454

1,000,508
0.230

230,117
12.70%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

19
20
21

$
$
$

867,254
0.23

199,468
12.70%
25,341
26,350
(1,008)

Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP .. 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

29,235
25,341
3,894

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase In Revenue (Line 22 / Line 23)

$
$

3,894
199,881

1.94802%

REFERENCES: 0
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GWB-1, Line 8



ARIZONA-AMERICAN WATER COMPANY . TUBAC WATER
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Test Year Ended December 31, 2007

Schedu le  GT M-14

OPER A T I N G I N C OM E A D JU ST M EN T  #3  -  I N C OM E T A XES

L I N E A C C T
N O. n o . D ESC R I PT I ON

[ A]
C O M P A N Y
P R O P O S E D

[ C ]
S T A F F

R E C O M M E N D E D

1 I nc om e T ax es $ (52,178)

[ B ]
S T A F F

A D J U S T M E N T S

$ 13 , 648 s (38,529)

References :
C o lum n (A) ,  C om pany  Sc hedu le  C -2
Column (B) :  Tes t imony  GTM
Column (C) :  Column (A)  +  Column (B)
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EXECUTIVE SUMMARY
ARIZONA AMERICAN WATER COMPANY

DOCKET NO. W-01303A-08-0227

Arizona-American Water Company is an Arizona for-profit Class A public service corporation
providing water and wastewater service to approximately 130,000 customers located throughout
Arizona. The present application is for approximately 76,000 of the Company's 130,000
customers. On May 2, 2008, Arizona-American Water Company ("Arizona-American" or
"Company") filed a general rate application. The application shows that Arizona-American
reported a net loss of $4.6 million for the test year ended December 31, 2007 for the seven
Districts in its application. Arizona-American requests a combined $19,961,632 revenue
increase to provide a 50.2 percent increase in revenue.

Agua Fria Water proposes test year total operating expenses of $16,217,325. Staff recommends
four operating expense adjustments resulting in Anet reduction of $239,397.

Havasu Water proposes test year total operating expenses of $1,158,005.
three operating adjustments resulting in a net reduction of $160,293 .

Staff recommends

Mohave Water proposes test year total operating expenses of $5,076,491. Staff recommends
three operating adjustments resulting in a net reduction of $488,760.

Mohave Wastewater proposes test year total operating expenses of $780,542. Staff recommends
two operating adjustments resulting in a net increase of $47,045 .

Paradise Valley Water proposes test year total operating expenses of $6,296,235
recommends four operating adjustments resulting in a net reduction of $311,720.

Staff

Sun City West Water proposes test year total operating expenses of $5,114,006.
recommends three operating adjustments resulting in a net reduction of $80,308.

Staff

Tubac Water proposes test year total operating expenses of $465,453. Staff recommends three
operating adjustments resulting in a net increase of $11,148.

The testimony of Mr. Gary McMurry presents Staffs recommendation in the areas of operating
income and expenses. Staff's recommendations include as many as four operating expense
adjustments (tank maintenance accrual, depreciation expense, chemical expenses, property tax
expense, and income tax expense) per water system.
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1 1. INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My name is Gary McMurry. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q, Please describe your educational background and professional experience.

8

9

10

11

12

I received a Bachelor of Science degree in Business Administration with a major in

Accounting from the University of Arizona in 1980. I have since been awarded two

professional designations, one as a Certified Internal Auditor and the other as a Certified

Fraud Examiner, after successfully meeting the prescribed requirements established by

both professional organizations.

13

14

15

16

17

My prior work experience includes approximately 20 years of auditing (both internal and

external), five additional years as a bank examiner, and two years of investigations work.

Prior to joining the Commission, Iwis employed by the Office of Audit and Analysis for

the Department of Transportation primarily as a construction auditor.

18

19

20

21

22

23

24

25

In 2007, I began employment at the Commission as a Public Utilities Analyst IV in the

Finance and Regulatory Analysis Section. Since coming to the Commission, I have

participated in a number of rate cases and other regulatory proceedings involving water

and gas utilities. I have also attended various seminars and classes on general regulatory

and business issues,  including the Nat ional Associat ion of Regulatory Ut il ity

Commissioners ("NARUC") Utility Rate School and the Institute of Public Utilities

Annual Regulatory Studies Program ("Camp NARUC").

26

A.

A.
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1 Q- Briefly describe your responsibilities as a Public Utilities Analyst.

2 A. I am responsible for the examination and verification of financial and statistical

3

4

5

information included in assigned utility rate applications. I develop revenue requirements,

design rates, and prepare written reports, testimony and schedules to present Staffs

recommendations to the Commission. I am also responsible for testifying at formal

6 hearings on these matters.

7

8 Q. What is the purpose of your testimony in this case?

9

10

11

12

The purpose of my testimony is to present Staffs analysis and recommendations

regarding the application by Arizona-American Water Company ("Arizona-American" or

"Company") for a permanent rate increase for seven of its systems. I will present Staff' s

recommendation in the areas of test year operating income and expense adjustments.

13

14 Q. What is the basis of your recommendations?

15

16

17

18

19

20

21

I performed a regulatory audit of the Company's records to determine whether sufficient,

relevant and reliable evidence exists to support the proposals in Arizona-Arnerican's rate

application. My regulatory audit consisted of the following: (1) examining and testing

Arizona-American's accounting ledgers, reports and supporting documents, (2) checking

the accumulation of amounts in the records, (3) tracing recorded amounts to source

documents, and (4) verifying that the Company applied accounting principles were in

accordance with the NARUC Uniform System of Accotmts ("USOA").

22

A.

A.
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1 Q How is your testimony organized?

My testimony is presented in nine sections. Section I is this introduction. Section II

provides a background of the Company. Section III is a summary of Staff s recommended

operating income and expense adjustments for the Agua Fria Water system. Section W is

a summary of Staffs recommended operating income and expense adjustments for the

Havasu system. Section V is a summary of Staffs recommended operating income and

expense adjustments for the Mohave Water system. Section VI is a summary of Staffs

recommended operating income and expense adjustments for the Mohave Wastewater

system. Section VII is a summary of Staffs recommended operating income and expense

adjustments for the Paradise Valley Water system. Section VIII is a summary of Staffs

recommended operating income and expense adjustments for the Sun City West Water

system. Section IX is a summary of Staffs recommended operating income and expense

adjustments for the Tubac Water system

15 11. BACKGROUND

16 Q Would you please review the pertinent background information associated with the

Company's application for a permanent rate increase

Yes. Arizona-American is a Class A public service corporation servicing approximately

Arizona. The present application is for130,000 customers located throughout

20 approximately 76,000 of the Company's 130,000 customers. Arizona-American is a

wholly owned subsidiary of American Water Works ("AWW"), the largest investor

owned utility in the United States with 19 separate state subsidiaries including California

Ohio, and Texas. Arizona-American's application indicates that its shareholders are

frustrated by both the inadequate authorized return and the opportunity to earn that return

in Arizona
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1 Q- What test year did Arizona-American use in its filing

Arizona-American's rate filing is based on the twelve months ending December 31, 2007

4

5

6

III. SUMMARY OF STAFF'S OPERATING INCOME AND EXPENSE ADJUSTMENTS

FOR THE AGUA FRIA SYSTEM

Please summarize Staff's operating income adjustments for the Agua Fria DistrictQ

Operating Expenses

Tank Maintenance Accrual - This adjustment removes $469,568 in accruals related to the

water tank maintenance program

Depreciation Expense - This adjustment removes $295,690 in depreciation expense

claimed primarily on plant additions that were not placed into service until after the test

Chemical EXpense Adjustment - This adjustment recognizes a reduction of $142,065 in

chemical expense to remove a double count of expense in the Agua Fria District

This adjustment increases income taxes by $667,926 to reflect the

application of statutory State and Federal income tax rates to Staff's test year taxable

Income Taxes

Income
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1

2

3

Agua Fria Operating Expense A¢Hustment No. 1 - Tank MaintenaneeAcerual

Q. What did the Company propose with respect to the Tank Maintenance Accrual

adjustment?

4 A.

5

6

The Company proposed a water tank maintenance program, which will increase its

operating expenses by $437,819 to allow the Company to perform inspections,

maintenance, and repairs to water tanks throughout the Central and Eastern Regions.

7

8

9

10

Q- What historical tank maintenance procedures were performed by Arizona-American

over the past ten years?

11

12

13

In response to Staff data request GTM-8.17, the Company stated that of the 18 tanks in the

Central Region (Agua Fria and Sun City West), only four have been inspected and no

maintenance activity has occurred in the past ten years. In response to Staff data request

GTM-8.17, the Company stated that with respect to the Easter Region (Paradise Valley,

Mohave, Havasu, and Tubac), of the 36 tanks, 13 have received interior repainting, 15

received exterior painting, and six tanks were refurbished in the past ten years.

14

15

16

17

18

19

Q- Is the tank maintenance program being proposed comparable to the historical tank

maintenance procedures performed in the past?

20

No. In response to Staff data request GTM-8.16, the Company stated that it has deferred

most tank maintenance procedures since 2001 , as it was unaffordable given other priorities

and financial problems.21

22

23 Q-

24

What was the actual cost of the maintenance procedures performed by the Company

on its water tanks over the past ten years?

25

26

A.

A.

A. In response to GTM-8.17, the Company declined to provide historical source

documentation to support the maintenance performed indicating that the historical
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1

2

3

4

information was not available for six districts (including Agua Fria) prior to 2001 and has

not been assembled for subsequent years for these districts. The Company declined to

provide historical cost information stating, "it would require significant effort to assemble

the requested maintenance information."

5

6 Q-

7

How does the Company arrive at its $437,819 estimate for the annual tank

maintenance pI'0gram'7

8

9

10

11

12

13

In response to GTM-12.6, the Company stated that the estimates of cost were based on

previous work performed in the some of other  distr icts  and the Company's  current

contracted vendors pricing list. In response to GTM-12.3,  the Company declined to

provide support for its inspection pricing stating that the pricing table was confidential.

The Company did state that inspections for the Central region were estimated on a tank-

by-tank basis.

14

15 Q.

16

Has the Company provided Staff with tank maintenance cost data that differs from

the amount in its rate tiling?

17

18

Yes. The data provided to Staff reflects the Company's estimates using an average

costing methodology based on recent outside contractor bids.

19

20 Q- What is the basis for this new tank maintenance cost?

21

22

23

24

These new tank maintenance costs projections are based on cost estimates for the seven

dist r icts  using the a r ithmet ic average of two outside bids for  the "Rehabilita t ion,

Repainting the Interior, and Spot Coating the Exterior" of two, 1,250,000 gallon tanks

located in the Sun City Water District.

25

A.

A.

A.
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1 Q Does Staff have any concerns regarding the use of these bids?

Yes. The Company stated that it did not accept these outside bids because the Company

believed the costs quoted were excessive. In addition, by the inclusion of the term

rehabilitation" in the wording of the proffered bid, the scope of the work appears to

include capital improvements, not simply tank maintenance. Finally, the small sample

size (2 bids) chosen, the selection of two large (1.25 million gallon) tanks of the same size

and the selection of tanks not located in the seven districts covered by the rate application

leads to questions regarding the sample being representative of the population in general

Thus, while Staff agrees that the Company should properly maintain its storage tanks and

recover those costs, the bids the Company used to project tank maintenance expense is not

known and measurable for the Agua Fria District

13 Q What method is Staff recommending to calculate the tank maintenance cost?

Staff recommends normalizing tank maintenance expense by using and average of the

general ledger balances for the past three years

17 Q What is Staff's recommendation?

Staff recommends removing $469,568 in operating expenses for tank maintenance as

shown in Schedule GTM-12. Staff recommends an adjusted maintenance expense of

22

23

Agua Fria Operating Expense Aauustment No. 2 - Depreciation Expense

Q What amount of depreciation expense is Arizona-American proposing

Arizona-American is proposing depreciation expense of $4,397,190
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1 Q- What are the components of the Company's proposed depreciation expense?

2

3

4

Arizona-American proposed depreciation expense consists of test year depreciation

expense plus pro forma adjustments to recognize depreciation on post test year plant

additions and the amortization of contributions in aid of construction ("CIAC").

5

6 Q- How did Arizona-American calculate each component of its proposed depreciation

7

8

9

10

expense for each of the seven systems?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings.

11

12 Q, Did Staff recompute the Company's depreciation expense for each of the seven

13

14

15

16

17

18

19

20

systems?

Yes. Staff recomputed depreciation expense based on Staffs recommended total plant in

service and Commission approved depreciation rates. Staff used the same methodology as

the Company to calculate depreciation expense. Staffs calculation differs from the

Company's due to the use of Staffs recommended plant in service, which differs from the

Company's, and excludes amounts included by the CoMpany for assets placed into service

after test year end (post test year plant). Staff and the Company reduced depreciation

expense for the amortization of contributions-in-aid-of-construction in accordance with

the NARUC USOA.21

22

23 Q- What is Staff's recommendation?

24 Staff recommends a decrease in depreciation expense of $295,690 to $4,101,501 .

25

A.

A.

A.

A.
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1

2

3

Agua Fria Operating Expense A¢Hustment No. 3 - Chemical Expense A¢Hustment

Q. What is the Company proposing for chemical expense?

A. Arizona-American is proposing the test year recorded amount and a pro Ronna amount to

reflect increased costs for arsenic removal for a total of $1,121,555.4

5

Q- Did Staff find any problems with the Company's proposed amount?

Yes. In response to Staff data request GTM-8.12, the Company provided support for the

annualized chemical expense adjustment for four of the seven water districts. The

Company's response revealed errors in the Agua Fria and Paradise Valley chemical

adjustment calculations. Specifically, the pro forma calculations double counted some

costs.

Q- What is Staff proposing for chemical expense?

Staff is proposing a decrease to chemical expense by $142,065 from $1,121,555 to

$979,490 to remove the double count.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Agua Fria Operating Expense A¢Hustment No. 4 .- Intentionally left blank

21

22

Agua Fria Operating Expense Adjustment Na. 5 - Income Taxes

Q, What is the Company proposing for test year income taxes?

A. Arizona-American is proposing a negative $138,756 for a combined State and Federal test

year income tax expense as shown on Schedule GTM-16.

23

A.

A.
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1 Q How did Staff calculate test year income tax expense

Staff calculated test year income tax expense by applying the statutory State and Federal

income tax rates to Staff" s adjusted test year taxable income as shown on Schedule GTM

16

6 Q, Did Staff prepare a schedule showing the computation of test year income taxes?

Yes. Staffs computation of income taxes is shown on Schedule GWB-2

8

9 Q What is Staff's recommendation?

Staff recommends increasing test year income tax expense by $667,926 from a negative

$138,756 to a positive $529,171

13 Iv. SUMMARY OF STAFF'S OPERATING INCOME AND EXPENSE ADJUSTMENTS

14

15

FOR THE HAVASU SYSTEM

Please summarize Staff's operating income adjustments for the Havasu Water

District

Q

Operating Expenses

Tank Maintenance Accrual - This adjustment removes $187,950 in accruals related to the

water tank maintenance program

20

Depreciation Expense - This adjustment decreases $76,346 in depreciation expense

claimed primarily on plant additions that were not placed into service until after the test
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1

2

Income Taxes - This adjustment increases income taxes by $112,905 to reflect the

application of statutory State and Federal income tax rates to Staffs test year taxable

income.3

4

5

6

Havasu Operating Expense A¢uustment No. 1 -- Tank Maintenance Aeerual

Q, What did the Company propose with respect to the Tank Maintenance Accrual

adjustment?7

8

9

10

The Company proposed a water tank maintenance program, which will increase its

operating expenses by $189,831 to allow the Company to perform inspections,

maintenance, and repairs to water tanks throughout the Central and Eastern Regions.

11

12

13

Q- What historical tank maintenance procedures were performed by Arizona-American

over the past ten years?

14

15

16

17

In response to Staff data request GTM-8.17, the Company stated with respect to the

Eastern Region (Paradise Valley, Mohave, Havasu and Tubac), that of the 36 tanks, 13

have received interior repainting, 15 received exterior painting and six tanks were

refurbished. The Company stated that inspections for the Eastern Region used an average

costing methodology but the inspections for the Central Region were estimated on a tank

by tank basis.

18

19

20

21 Q-

22

Is the tank maintenance program being proposed comparable to the historical tank

maintenance procedures performed in the past?

23

24

25

No. In response to Staff data request GTM-8.16, the Company stated that it has deferred

most tank maintenance procedures since 2001, as it was unaffordable given other priorities

and financial problems.

26

A.

A.

A.
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1 Q What was the actual cost of the maintenance procedures performed by the Company

on its water tanks over the past ten years

In r esponse t o GT M-8 . 17 , to provide his tor ica l  source

documentat ion to suppor t  the maintenance performed indicat ing that  the histor ica l

information was not available for six districts (including Agua Fria) prior to 2001 and has

the Compa ny decl ined

not been assembled for subsequent years for these districts. The Company declined to

provide historical cost information stating, "it would require significant effort to assemble

the requested maintenance information

10 Q How does the Company arrive at its $189,831 estimate for the annual tank

maintenance program

In response to GTM-12.6, the Company stated that the estimates of cost were based on

previous work performed in the some of other  distr icts  and the Company's  current

contracted vendors pricing list. In response to GTM-12.3,  the Company declined to

provide support for its inspection pricing stating that the pricing table was confidential

The Company did state that inspections for the Central region were estimated on a tank

by-tank basis

19 Q Has the Company provided Staff with tank maintenance cost data that differs from

the amount in its rate filing

Yes. The data provided to Staff reflects the Company's estimates using an average

costing methodology based on recent outside contractor bids

24 Q What is the basis for this new tank maintenance cost?

These new tank maintenance costs projections are based on cost estimates for the seven

dist r icts  using the a r ithmet ic average of two outside bids for  the "Rehabilita t ion
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1

2

Repainting the Interior, and Spot Coating the Exterior" of two, 1,250,000 gallon tanks

located in the Sun City Water District.

3

4 Q- Does Staff have any concerns regarding the use of these bids?

5

6

7

8

9

10

11

12

13

14

Yes. The Company stated that it did not accept these outside bids because the Company

believed the costs quoted were excessive. In addition, by the inclusion of the term

"rehabilitation" in the wording of the proffered bid, the scope of the work appears to

include capital improvements, not simply tank maintenance. Finally, the small sample

size (2 bids) chosen, the selection of two large (1.25 million gallon) tanks of the same size,

and the selection of tanks not located in the seven districts covered by the rate application

leads to questions regarding the sample being representative of the population in general.

Thus, while Staff agrees that the Company should properly maintain its storage tanks and

recover those costs, the bids the Company used to project tank maintenance expense is not

known and measurable for the Havasu District.

Q- What method is Staff recommending to calculate the tank maintenance cost?

Staff recommends normalizing tank maintenance expense by using and average of the

general ledger balances for the past three years.

15

16

17

18

19

20 Q- What is Staff's recommendation?

21

22

23

Staff recommends removing $187,950 in operating expenses for tank maintenance as

shown in Schedule GTM-12. Staff recommends an adjusted maintenance expense of

$10,747.

24

A.

A.

A.
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1

2

Havasu Operating Expense A¢uustment No. 2 - Depreciation Expense

What amount of depreciation expense is Arizona-American proposing?Q-

3 Arizona-American is proposing depreciation expense of $291 ,351.

4

5 Q- What are the components of the Company's proposed depreciation expense?

6

7

Arizona-American's proposed depreciation expense consists of test year depreciation

expense plus pro forma adjustments to recognize depreciation on post test year plant

additions and the amortization of CMC.8

9

10 Q- How did Arizona-American calculate each component of its proposed depreciation
M
'Q

11

12

13

14

expense for each of the seven systems?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings.

15

16 Q- Did Staff recompute the Company's depreciation expense for each of the seven

17

18

19

20

21

22

23

24

systems?

Yes. Staff recomputed depreciation expense based on Staffs recommended total plant in

service and Commission approved depreciation rates. Staff used the same methodology as

the Company to calculate depreciation expense. Staffs calculation differs from the

Company's due to the use of Staff's recommended plant in service, which differs from

the Company's, and excludes amounts included by the Company for assets placed into

service after test year end (post test year). Staff and the Company reduced depreciation

expense for the amortization of CIAC in accordance with the NARUC USOA.

25

A.

A.

A.

A.
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1 Q What is Staff's recommendation?

Staff recommends a decrease in depreciation expense of $76,346 to $215,004

4 Havasu Operating Expense A¢Hustment No. 3 - Intentionally left blank

6

7

Havasu Operating Expense A¢uustment No. 4 - In come Taxes

Q What is the Company proposing for test year income taxes?

Arizona-American is proposing a negative $159,839 for a combined test year income tax

expense as shown on Schedule GTM-15

10

11 Q How did Staff calculate test year income tax expense

Staff calculated test year income tax expense by applying the statutory state and federal

income tax rates to Staff" s adjusted test year as shown on Schedule GTM-l5

15 Q» Did Staff prepare a schedule showing the computation of income taxes?

Yes. Staff' s computation of income taxes is shown on Schedule GWB-2

18 Q What is Staffs recommendation?

Staff recommends increasing test year income expense by $112,905 from a negative

$159,839 to a negative $46,934

22

23

24

v . SUMMARY OF STAFF'S OPERATING INCOME AND EXPENSE ADJUSTMENTS

FOR THE MOHAVE WATER SYSTEM

Q Please summarize Staff's operating income adjustments for the Mohave Water

District

Operating Expenses
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TaM( Maintenance Accrual - This adjustment removes $488,488 in accruals related to the

water tank maintenance program

Depreciation Expense

claimed

This adjustment removes $348,839 in depreciation expense

Income Taxes - This adjustment increases income taxes by $349,142 to reflect the

application of statutory State and Federal income tax rates to Staffs test year taxable

income

10

11

Mohave Water Operating Expense A¢Hustment No. I - Tank Maintenance Accrual

Q What did the Company propose with respect to the Tank Maintenance Accrual

adjustment?

The Company proposed a water tank maintenance program, which will increase its

operating expenses by $488,488 to allow the Company to perform inspections

maintenance, and repairs to water tanks throughout the Central and Eastern Regions

17 Q What historical tank maintenance procedures were performed by Arizona-American

over the past ten years

In response to Staff data request GTM-8.17, the Company stated with respect to the

Eastern Region (Paradise Valley, Mohave, Havasu and Tubac), that of the 36 tanks, 13

have received interior repainting, 15 received exterior painting and six tanks were

refurbished. The Company stated that inspections for the Eastern Region used an average

costing methodology but the inspections for the Central Region were estimated on a tank

by tank basis
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1 Q-

2

Is the tank maintenance program being proposed comparable to the historical tank

maintenance procedures performed in the past?

3 No. In response to Staff data request GTM-8.16, the Company stated that it has deferred

4

5

most tank maintenance procedures since 2001, as it was unaffordable given other priorities

and financial problems.

6

7 Q- What was the actual cost of the maintenance procedures performed by the Company

8

9

on its water tanks over the past ten years?

the Company decl ined provide historical source

10

11

12

In response to GTM-8.17, to

documentation to support the maintenance performed indicating that the historical

information was not available for six districts (including Agua Fria) prior to 2001 and has

not been assembled for subsequent years for these districts. The Company declined to

13

14

provide historical cost information stating, "it would require significant effort to assemble

the requested maintenance information."

15

16 Q- How does the Company arrive at its $488,488 estimate for the annual tank

17 maintenance program?

18

19

20

21

22

23

In response to GTM-12.6, the Company stated that the estimates of cost were based on

previous work performed in the some of other districts and the Company's current

contracted vendors pricing list. In response to GTM-12.3, the Company declined to

provide support for its inspection pricing stating that the pricing table was confidential.

The Company did state that inspections for the Central region were estimated on a tank-

by-tank basis.

24

A.

A.

A.
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1 Q-

2

Has the Company provided Staff with tank maintenance cost data that differs from

the amount in its rate filing?

3

4

Yes. The data provided to Staff reflects the Company's estimates using an average

costing methodology based on recent outside contractor bids.

5

6 Q, What is the basis for this new tank maintenance cost?

7

8

9

10

These new tank maintenance costs projections are based on cost estimates for the seven

districts using the arithmetic average of two outside bids for the "Rehabilitation,

Repainting the Interior, and Spot Coating the Exterior" of two, 1,250,000 gallon tanks

located in the Sun City Water District.

11

12 Q- Does Staff have any concerns regarding the use of these bids?

13

14

15

16

17

18

19

20

21

Yes. The Company stated that it did not accept these outside bids because the Company

believed the costs quoted were excessive. In addition, by the inclusion of the tern

"rehabilitation" in the wording of the proffered bid, the scope of the work appears to

include capital improvements, not simply tank maintenance. Finally, the small sample

size (2 bids) chosen, the selection of two large (1.25 million gallon) tanks of the same size,

and the selection of tanks not located in the seven districts covered by the rate application

leads to questions regarding the sample being representative of the population in general.

Thus, while Staff agrees that the Company should properly maintain its storage tanks and

recover those costs, the bids the Company used to project tank maintenance expense is not

known and measurable for the Mohave District.22

23

24 Q- What method is Staff recommending to calculate the tank maintenance cost"

25

26

A.

A.

A.

A. Staff recommends normalizing tank maintenance expense by using and average of the

general ledger balances for the past three years.
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1 Q- What is Staff's recommendation?

2

3

Staff recommends removing $488,307 in operating expenses for tand< maintenance as

shown in Schedule GTM-12. Staff recommends an adjusted maintenance expense of

4 $534,396.

5

6

7

Mohave Water Operating Expense A¢Hustment No. 2 - Depreciation Expense

What amount of depreciation expense is Arizona-American proposing?Q.

8 Arizona-American is proposing depreciation expense of $883,235.

9

10 Q- What are the components of the Company's proposed depreciation expense?

11 Arizona-American proposed depreciation expense consists of test

12 expense plus pro forma adjustments

additions and the amortization of CIAC.

year depreciation

to recognize depreciation on post test year plant

13

14

15 Q- How did Arizona-American calculate each component of its proposed depreciation

16

17

18

19

expense for each of the seven systems?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings.

20

21 Q- Did Staff recompute the Company's depreciation expense for each of the seven

22

23

24

25

26

A.

A.

A.

A.

A.

systems?

Yes. Staff recomputed depreciation expense based on Staffs recommended total plant in

service and Commission approved depreciation rates. Staff used the same methodology as

the Company to calculate depreciation expense. Staff's calculation differs from the

Company's due to the use of Staffs recommended plant in service, which differs from the
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Company's, and excludes amounts included by the Company for assets placed into service

after test year end (post test year plant). Staff and the Company reduced depreciation

expense for the amortization of CIAC in accordance with the NARUC USOA

5 Q What is Staff's recommendation?

Staff recommends a decrease in depreciation expense of $348,839 to $534,396

8 Mohave Water Operating Expense A¢Hustment No. 3 .- Intentionally left blank

10

11

MohaveWater Operating Expense A¢Hustment No. 4 - Income Taxes

Q What is the Company proposing for test year income taxes

Arizona-American is proposing a negative $196,927 for a combined state and federal test

year income tax expense as shown on Schedule GTM-15

15 Q How did Staff calculate Test Year Income Tax Expense

Staff calculated test year income tax expense by applying the statutory state and federal

income tax rates to Staffs adjusted Test Year taxable income as shown on Schedule

GTM-16

20 Q- Did Staff prepare a schedule showing the computation of test year income taxes?

Yes. Staffs computation of income taxes is shown on Schedule GWB-2

23 Q What is Staff's recommendation?

Staff recommends increasing test year income expense by $349,142 from a negative

$196,927 to a positive $152,214
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1 VI. SUMMARY OF STAFF'S OPERATING INCOME AND EXPENSE ADJUSTMENTS

2

3

4

FOR THE MOHAVE WASTEWATER SYSTEM

Q. Please summarize Staff's operating income adjustments for the Mohave Wastewater

District.

Operating Expenses :

Depreciation Expense- This adjustment removes $26,796 in depreciation expense.

5

6

7

8

9

10

11

Income Taxes - This adjustment increases income taxes by $73,732 to reflect the

application of statutory State and Federal income tax rates to Staffs test year taxable

income.

Mohave Wastewater Operating Expense AcHustment No. I - Depreciation Expense

Q, What amount of depreciation expense is Arizona-American proposing?

12

13

14

15

16

A. Arizona-American is proposing depreciation expense of $248,398.

Q- What are the components of the Company's proposed depreciation expense?

17

18

19

Arizona-American's proposed depreciation expense consists of test year depreciation

expense plus pro forma adjustments to recognize depreciation on post test year plant

additions and the amortization of CIAC.

20

21 Q-

22

How did Arizona-American calculate each component of its proposed depreciation

expense for each of the seven systems?

23

24

25

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings.

26

A.

A.

A.



Direct Testimony of Gary McMurry
Docket No. w-01303A_08-0227 et al
Page 22

1 Q Did Staff recompute the Company's depreciation expense for each of the seven

systems

Yes. Staff recomputed depreciation expense based on Staffs recommended total plant in

service and Commission approved depreciation rates. Staff used the same methodology as

the Company to calculate depreciation expense. Staff's calculation decreases depreciation

expense by $26,796 to $221,601. Staff's calculation differs from the Company's due to

the use of Staffs recommended plant in service, which differs from the Company's, and

excludes amounts included by the Company for assets placed into service after test year

end (post test year plant). Staff and the Company reduced depreciation expense for the

amortization of CMC in accordance with the NARUC USOA

12 Q What is Staff's recommendation?

Staff recommends a decrease in depreciation expense of $26,796 to $22l,601

15

16

Mohave Wastewater Operating Expense A¢Hustment No. 2 - Property Taxes Intentionally left

blank

17

18

19

Mohave Wastewater Operating Expense Aayustment No. 3 .- Income Taxes

What is the Company proposing for test year income taxes?

Arizona-American is proposing a negative $76,894 for a combined state and federal test

year income tax expense as shown on Schedule GTM-14

Q

23 Q How did Staff calculate Test Year Income Tax Expense

Staff calculated Test Year Income Tax Expense by applying the statutory state and federal

income tax rates to Staff' s adjusted test year taxable income as shown on Schedule GTM

16
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1 Q- Did Staff prepare a schedule showing the computation of test year income taxes?

Yes. Staff' s computation of income taxes is shown on Schedule GWB-2

4 Q What is Staff's recommendation?

Staff recommends increasing test year income expense by $73,732 from a negative

$76,894 to a negative $3,162

8 VII. SUMMARY OF STAFF'S OPERATING INCOME AND EXPENSE ADJUSTMENTS

9

10

FOR THE PARADISE VALLEY WATER SYSTEM

Q Please summarize Staffs operating income adjustments for the Paradise Valley

District

Operating Expenses

Tank Maintenance Accrual - This adjustment removes $453,461 in accruals related to the

water tank maintenance program

Depreciation Expense - This adjustment adds $77,868 in depreciation expense claimed

primarily on plant additions that were not placed into service until after the test year

Chemical Expense Adjustment - This adjustment recognizes a reduction of $51,390 in

chemical expense to reflect errors in the chemical calculation in the Paradise Valley

District

Property Taxes- This adjustment decreases property taxes by $1,567 to reflect application

of the modified version of the Arizona Department of Revenue's ("ADOR") property tax

methodology, which the Commission has consistently adopted
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Income Taxes - This adjustment increases income taxes by $162,266 to reflect the

application of statutory State and Federal income tax rates to Staffs test year taxable

income

5

6

Paradise Valley Operating Expense Adjustment No. I - Tank Maintenance Aeerual

What did the Company propose with respect to the Tank Maintenance Accrual

adjustment?

The Company proposed a water tank maintenance program which will increase its

operating expenses by $398,910 to allow the Company to perform inspections

maintenance, and repairs to water tanks throughout the Central and Eastern Regions

Q

12 Q What historical tank maintenance procedures were performed by Arizona-American

over the past ten years

In response to Staff data request GTM-8.17 the Company stated that with respect to the

Eastern Region (Paradise Valley, Mohave, Havasu, and Tubae), of the 36 tanks, 13 have

received interior repainting, 15 received exterior painting, and six tanks were refurbished

in the past ten years

19 Q Is the tank maintenance program being proposed comparable to the historical tank

maintenance procedures performed in the past?

No. In response to Staff data request GTM-8.16, the Company stated that it has deferred

most tank maintenance procedures since 2001 as it was unaffordable given other priorities

and financial problems
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1 Q- What was the actual cost of the maintenance procedures performed by the Company

2 on its water tanks over the past ten years?

3

4

5

6

7

In response to GTM-8.17, the Company declined to provide historical source

documentation to support the maintenance performed indicating that the historical

infonnation was not available for six districts prior to 2001 and has not been assembled

for subsequent years for these districts. The Company declined to provide historical cost

information stating, "it would require significant effort to assemble the requested

maintenance information."8

9

10 Q- How does the Company arrive at its $398,910 estimate for the tank maintenance

11 program?

12

13

14

In response to GTM-12.6, the Company stated that the estimates of cost were based on

previous work performed in other districts and its current contracted vendors pricing list.

In response to GTM-12.3, the Company declined to provide support for its inspection

15 pricing stating that the pricing table was confidential. The Company did state that

16 inspections for the Central region were estimated on a tank by tank basis.

17

18 Q.

19

Has the Company provided Staff with tank maintenance cost data that differs from

the amount in its rate filing?

20

21

Yes. The data provided to Staff reflects the Company's estimates using an average

costing methodology based on recent outside contractor bids.

22

23 Q. What is the basis for this new tank maintenance cost?

24 These new tank maintenance costs projections are based on cost estimates for the seven

25

A.

A.

A.

A.

districts using the arithmetic average of two outside bids for the "Rehabilitation,
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1

2

Repainting the Interior, and Spot Coating the Exterior" of two, 1,250,000 gallon tanks

located in the Sun City Water District.

3

4 Q- Does Staff have any concerns regarding the use of these bids?

5

6

7

8

9

10

11

Yes. The Company stated that it did not accept these outside bids, as the Company

believed the costs quoted were excessive. In addition, by the inclusion of the term

"rehabilitation" in the wording of the proffered bid, the scope of the work appears to

include capital improvements, not simply tank maintenance. Finally, the small sample

size (2 bids) chosen, the selection of two large (1.25 million gallon) tanks of the same size,

and the selection of tanks not located in the seven districts covered by the rate application

leads to questions regarding the sample being representative of the population in general.

12

13 Q. What method is Staff recommending to calculate the tank maintenance cost?

14

15

Staff recommends normalizing tank maintenance expense by using and average of the

general ledger balances for the past three years.

16

17 Q- What is Staffs recommendation?

18

19

Staff recommends removing $453,461 in operating expenses for tank maintenance as

shown in Schedule GTM-12. Staff recommends an adjusted maintenance expense of

20 $124,831.

21

22

23

Paradise Valley Operating Expense Aiyustment No. 2 - Depreciation Expense

What amount of depreciation expense is Arizona-American proposing?Q.

24 Arizona-American is proposing depreciation expense of $1,615,824

25

A.

A.

A.

A.
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1 Q What are the components of the Company's proposed depreciation expense

Arizona-American's proposed depreciation expense consists of test year depreciation

expense plus pro forma adjustments to recognize depreciation on post test year plant

additions and the amortization of CIAC

6 Q How did Arizona-American calculate each component of its proposed depreciation

expense for each of the seven systems

The Company calculated test year depreciationexpense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings

12 Q Did Staff recompute the Company's depreciation expense for each of the seven

systems

Yes. Staff recomputed depreciation expense based on Staffs recommended total plant in

service and Commission approved depreciation rates. Staff used the same methodology as

the Company to calculate depreciation expense. Staff's calculation differs from the

Company's due to the use of Staff' s recommended plant in service, which differs from the

Company's, and excludes amounts included by the Company for assets placed into service

after test year end (post test year plant). Staff and the Company reduced depreciation

expense for the amortization of CIAC in accordance with the NARUC USOA

22 Q What is Staff's recommendation?

Staff recommends an increase in depreciation expense of $77,868 to $1,693,691
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1

2

Paradise Valley Operating Expense Adjustment No. 3 - Chemical Expense Adjustment

What is the Company proposing for chemical expense?Q-

3

4

Arizona-American is proposing the test year recorded amount of $236,982 for chemical

expenses o

5

6 Q- Did Staff find any problems with the Company's proposed amount?

7

8

9

1 0

Yes. In response to Staff data request GTM-8.12, the Company provided support for the

annualized chemical expense adjustment for four of the seven water districts. The

Company's response revealed errors in the Agua Fria and Paradise Valley chemical

adj vestment calculations.

11

12

13

Q, What is Staff proposing for chemical expense?

Staff is proposing a decrease to chemical expense of $51,390 from $236,982 to $185,592.

14

15

16

17

Paradise Valley Operating Expense Aryustment No. 4 - Properqv Taxes

What is the Company proposing for test year property tax expense?Q-

18

19

20

21

22

23

24

25

26

A.

A.

A.

A. Arizona-American is proposing $268,996 in property taxes. The Company's proposed

property taxes are calculated on the modified ADOR's methodology typically adopted by

the Commission for water and wastewater utilities. The results from using this

methodology are primarily dependent upon the test year and proposed revenue. In other

words, each revenue requirement has its own property tax expense in the same manner as

each operating income has its own tax expenses. Thus, the Company has included a factor

for property taxes in the gross revenue conversion factor ("GRCF") that automatically

adjusts the revenue requirement for changes in revenue in the same way that income taxes

are adjusted for changes in operating income. This flexible method will accurately reflect

property tax expense at any authorized revenue level. This refinement removes the need
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1

2

to include proposed revenues in the calculation of test year property tax expense and

allows for accurate calculation of property tax expense at the test year revenue level.

3

4 Q- Did Staff use the same modified ADOR method as the Company?

5

6

Yes. Accordingly, any Staff adjustment is due to factors other than the methodology

employed, e.g., different revenue requirement or test year revenue.

7

8

9

10

Q, What is Staff recommending for test year property tax expense?

11

Staff recommends $267,428 for property tax expense, a decrease of $1,567 over the

Company's calculation. Staff further recommends adoption of its GRCF that includes a

factor for property tax expense as shown on GWB-2.

12

13

14

Paradise Valley Operating Expense Adjustment No. 5 - Income Taxes

Q. What is the Company proposing for test year income taxes?

15

16

17

A. Arizona-American is proposing $228,400 for a combined test year income tax expense as

shown on Schedule GTM-16.

18 Q. How did Staff calculate test year income tax expense?

19

20

Staff calculated test year income tax expense by applying the statutory state and federal

income tax rates to Staff's adjusted Test Year taxable income as shown on Schedule

21 GTM-16.

22

23 Q- Did Staff prepare a schedule showing the computation of test year income taxes?

24 Yes. Staffs computation of income taxes is shown on Schedule GWB-2.

25

A.

A.

A.

A.
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1

2

Q- What is Staffs recommendation?

3

4

Staff recommends increasing test year income tax expense by $162,266 from $228,400 to

$390,666.

5

6

VIII. SUMMARY OF STAFF'S OPERATING INCOME AND EXPENSE

ADJUSTMENTS FOR THE SUN CITY WEST WATER SYSTEM

7

8

9

10

Q- Please summarize Staffs operating income adjustments for the Sun City West Water

District.

11

Operating Expenses:

Tank Maintenance Accrual - This adjustment removes $181,751 in accruals related to the

water tank maintenance program.

12

13 Depreciation expense- This adjustment adds $162,980 in depreciation expense.

14

15

16

17

Income Taxes - This adjustment decreases income taxes by $3,472 to reflect the

application of statutory State and Federal income tax rates to Staffs test year taxable

income.

18

19

20

21

Sun cig West Operating Expense Adjustment No. I - Tank MaintenaneeAcerual

Q, What did the Company propose with respect to the Tank Maintenance Accrual

adjustment?

22

23

24

The Company proposed a water tank maintenance program which will increase its

operating expenses by $137,026 to allow the Company to perfonn inspections,

maintenance, and repairs to water tanks throughout the Central and Eastern Regions.

25

A.

A.

A.
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1 Q-

2

What historical tank maintenance procedures were performed by Arizona-American

over the past ten years?

3

4

In response toStaff data request GTM-8.17, the Company stated that of the 18 tanks in the

Central Region (Agua Fria and Sun City West), only four have been inspected and no

maintenance activity has occurred in the past ten years.5

6

7

8

9

10

11

Q- Is the tank maintenance program being proposed comparable to the historical tank

maintenance procedures performed in the past?

No. In response to Staff data request GTM-8.16 the Company stated that it has deferred

most tank maintenance procedures since 2001, as it was unaffordable given other priorities

and financial problems.

12

13

14

15

16

Q- What was the actual cost of the maintenance procedures performed by the Company

on its water tanks over the past ten years?

17

18

19

20

In response to GTM-8.17, the Company declined to provide historical source

documentation to support the maintenance performed indicating that the historical

information was not available for six districts prior to 2001 and has not been assembled

for subsequent years for these districts. The Company declined to provide historical cost

information stating, "it would require significant effort to assemble the requested

maintenance information."

21

22 Q- How does the Company arrive at its $137,026 estimate for the tank maintenance

23 program?

24

25

26

A.

A.

A.

A. In response to GTM-12.6, the Company stated that the estimates of cost were based on

previous work performed in other districts and its current contracted vendors pricing list.

In response to GTM-12.3, the Company declined to provide support for its inspection
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pricing stating that the pricing table was confidential. The Company did state that

inspections for the Central Region were estimated on a tank by tank basis

4 Q Has the Company provided Staff with tank maintenance cost data that differs from

the amount in its rate filing

Yes. The data provided to Staff reflects the Company's estimates using an average

costing methodology based on recent outside contractor bids

9 Q What is the basis for this new tank maintenance cost?

These new tank maintenance costs projections are based on cost estimates for the seven

districts using the arithmetic average of two outside bids for the "Rehabilitation

Repainting the Interior, and Spot Coating the Exterior" of two, 1,250,000 gallon tanks

located in the Sun City Water District

15 Q Does Staff have any concerns regarding the use of these bids?

Yes. The Company stated that it did not accept these outside bids because the Company

believed the costs quoted were excessive. In addition, by the inclusion of the tern

rehabilitation" in the wording of the proffered bid, the scope of the work appears to

include capital improvements, not simply tank maintenance. Finally, the small sample

size (2 bids) chosen, the selection of two large (1.25 million gallon) tanks of the same size

and the selection of tanks not located in the seven districts covered by the rate application

leads to questions regarding the sample being representative of the population in general

Thus, while Staff agrees that the Company should properly maintain its storage tanks and

recover those costs, the bids the Company used to project tank maintenance expense is not

known and measurable for the Sun City West District
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1 Q- What method is Staff recommending to calculate the tank maintenance cost?

2

3

Staff recommends normalizing tank maintenance expense by using and average of the

general ledger balances for the past three years.

4

5 Q- What is Staff's recommendation?

6

7

8

Staff recommends removing $181,751 in operating expenses for tank maintenance as

shown in Schedule GTM-12. Staff recommends an adjusted maintenance expense of

$65,577.

9

10

11

Sun City West Operating Expense Adjustment No. 2 - Depreciation Expense

What amount of depreciation expense is Arizona-American proposing?Q.

12 Arizona-American is proposing depreciation expense of $1,323,541 .

13

14 Q- What are the components of the Company's proposed depreciation expense?

15 Arizona-American's proposed depreciation expense consists of test year depreciation

16 expense plus pro forma adjustments

additions and the amortization of CIAC.

to recognize depreciation on post test year plant

17

18

19 Q- How did Arizona-American calculate each component of its proposed depreciation

20

21

22

23

expense for each of the seven systems?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings.

24

A.

A.

A.

A.

A.
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1 Q- Did Staff recompute the Company's depreciation expense for each of the seven

2

3

4

systems?

Yes. Staff recomputed depreciation expense based on Staff's recommended total plant in

service and Commission approved depreciation rates. Staff used the same methodology as

the Company to calculate depreciation expense. Staffs calculation differs from the

Company's due to the use of Staffs recommended plant in service, which differs from the

Company's, and excludes amounts included by the Company for assets placed into service

after test year end (post test year plant) as well as allocations of assets from corporate

headquarters.

5

6

7

8

9

10

11 Q- What is Staffs recommendation?

12 Staff recommends an increase in depreciation expense of $162,980 to $1,486,521.

13

14 Sun City West Operating Expense Azyustment No. 3 - Intentionally left blank

15

16 Sun City West Operating Expense AzHustment No. 4 - Income Taxes

Q, What is the Company proposing for test year income taxes?

A. Arizona-American is proposing a negative $324,059 for a combined test year income tax

expense as shown on Schedule GTM-16.

17

18

19

20

21 Q, How did Staff calculate test year income tax expense?

22

23

Staff calculated test year income tax expense by applying the statutory state and federal

income tax rates to Staffs adjusted Test Year taxable income as shown on Schedule

24 GTM-16.

25

A.

A.

A.
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1 Q What is Staffs recommendation?

Staff recommends decreasing test year income tax expense by $3,427 from a negative

$324,059 to a negative $327,531

5

6

7

IX. SUMMARY OF STAFF'S OPERATING INCOME AND EXPENSE ADJUSTMENTS

FOR THE TUBAC WATER SYSTEM

Q Please summarize Staffs operating income adjustments for the Tubac Water

District

Operating Expenses

Depreciation expense - This adjustment removes $1,492 in depreciation expense

Property Taxes- This adjustment decreases property taxes by $6,710 to reflect application

of the modified version of the Arizona Department of Revenue's property tax

methodology, which the Commission has consistently adopted

Income Taxes - This adjustment increases income taxes by $16,150 to reflect the

application of statutory State and Federal income tax rates to Staffs test year taxable

income

20

21

Tubac Operating Expense Aayustment No. I -- Depreciation Expense

Q What amount of depreciation expense is Arizona-American proposing

Arizona-American is proposing depreciation expense of $81,679
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1 Q What are the components of the Company's proposed depreciation expense

Arizona-American proposed depreciation expense consists of test

expense plus pro forma adjustments to recognize depreciation on

additions and the amortization of CIAC

year depreciation

post test year plant

6 Q How did Arizona-American calculate each component of its proposed depreciation

expense for each of the seven systems

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings

12 Q Did Staff recompute the Company's depreciation expense for each of the seven

systems

Yes. Staff recomputed depreciation expense based on Staffs recommended total plant in

service and Commission approved depreciation rates. Staff used the same methodology as

the Company to calculate depreciation expense. Staffs calculation differs from the

Company's due to the use of Staffs recommended plant in service, which may differs

from the Company's, and excludes amounts included by the Company for assets placed

into service after test year end (post test year plant) as well as allocations of assets from

corporate headquarters.  Staff and the Company reduced depreciation expense for the

amortization of CIAC in accordance with the NARUC USOA

23 Q What is Staff's recommendation?

Staff recommends a decrease in depreciation expense of $1,492 to $80,187



Direct Testimony of Gary McMurry
Docket No. W-01303A-08-0227 et al
Page 37

1

2 Q-

Tubae Operating Expense Adjustment No. 2 - Property Taxes

What is the Company proposing for test year property tax expense?

3

4

5

6

7

8

9

10

11

12

13

14

Arizona-American is proposing $26,350 in property taxes. The Company's proposed

property taxes are calculated on the modified ADOR's methodology typically adopted by

the Commission for water and waste water utilities. The results from using this

methodology are primarily dependent upon the test year and proposed revenue. In other

words, each revenue requirement has its own property tax expense in the same manner as

each operating income has its own tax expenses. Thus, the Company has included a factor

for property taxes in the GRCF that automatically adjusts the revenue requirement for

changes in revenue in the same way that income taxes are adjusted for changes in

operating income. This flexible method will accurately reflect Property Tax expense at

any authorized revenue level. This refinement removes the need to include proposed

revenues in the calculation of test year Property Tax expense and allows for accurate

calculation of Property Tax expense at the test year revenue level.

Q- Did Staff use the same modified ADOR method as the Company?

15

16

17

18

19

20

Yes. Accordingly, any Staff adjustment is due to factors other than the methodology

employed, Ag., different revenue requirement or test year revenue.

Q. What is Staffs recommendation for test year property tax expense?

21

22

23

Staff recommends $25,341 for property tax expense, a decrease of $1,008 over the

Company's calculation. Staff further recommends adoption of its GRCF that includes a

factor for property tax expense as shown on GWB-2.

24

A.

A.

A.
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1

2 Q.

3

4

Tubae Dperating Expense A¢Hustment No. 3 - Income Taxes

What is the Company proposing for test year income taxes?

Arizona-American is proposing a negative $52,178 for a combined test year income tax

expense as shown on Schedule GTM-14.

Q~ How did Staff calculate test year income tax expense?

5

6

7

8

9

10

11

Staff calculated test year income tax expense by applying the statutory state and federal

income tax rates to Staff' s adjusted test year taxable income as shown on Schedule GTM-

14.

Q- What is Staff's recommendation?

12

13

Staff recommends increasing test year income tax expense by $13,648 from a negative

$52,178 to a negative $38,529.

14

15 Q- Does this conclude your Direct Testimony?

16

A.

A.

A.

A.

Yes, it does.
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1 INTRODUCTION

2 Q- Please state your name and business address.

3

4

My name is Dorothy Hains. My business address is 1200 West Washington Street,

Phoenix, Arizona 85007.

5

6 Q- By whom and in what position are you employed?

7

8

I am employed by the Arizona Corporation Commission ("Commission" or "ACC") as a

Utilities Engineer - Water/Wastewater in the Utilities Division.

9

10 Q . How long have you been employed by the Commission?

11 I have been employed by the Commission since January 1998.

12

13 Q. What are your responsibilities as a Utilities Engineer - Water/Wastewater?

14 My main responsibilities are to inspect, investigate and evaluate water and wastewater

15

16

systems. This includes obtaining data, preparing reconstruction cost new and/or original

cost studies, cost of service studies and investigative reports, interpreting rules and

17

18

regulations, and to suggest corrective action and provide technical recommendations on

water and wastewater system deficiencies. I also provide written and oral testimony in

rate cases and other cases before the Commission.19

20

21 Q- How many companies have you analyzed for the Utilities Division?

22

23

I have analyzed more than 90 companies fulfilling these various responsibilities for

Utilities Division Staff ("Staff").

24

25 Q- Have you previously testified before this Commission?

26

A.

A.

A.

A.

A.

A. Yes, I have testified on numerous occasions before this Commission.
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1 Q What is your educational background?

I graduated from the University of Alabama in Birmingham in 1987 with a Bachelor of

Science degree in Civil Engineering

5 Q. Briefly describe your pertinent work experience

Before my employment with the Commission, I was an Environmental Engineer for the

Arizona Department of Environmental Quality ("ADEQ") for ten years. Prior to that time

I was an Engineering Technician with C. F.

approximately five years

Hairs, Hydrology in Northport, Alabama for

11 Q Please state your professional membership, registrations, and licenses

I have been a registered Civil Engineer in Arizona since 1990. I am a member of the

American Society of Civil Engineering ("ASCE"), American Water Works Association

("AWWA") and Arizona Water & Pollution Control Association ("AWPCA")

16 PURPOSE OF TESTIMONY

17 Q What was your assignment in this rate proceeding

20

My assignment was to provide Staffs engineering evaluation of the subject Arizona

American Water Company ("Company") rate proceeding. Seven of the Colnpany's

districts are included: Agua Fria Water District ("Agua Fria"), Havasu Water District

("Havasu"), Mohave Water District ("Mohave Water"), Paradise Valley Water District

("Paradise Valley"), Sun City West Water District ("Sun City West"), Tubac Water

District ("Tubac") and Mohave Wastewater District ("Mohave Wastewater")
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1 Q What is the purpose of your testimony in this proceeding

To present the findings of Staffs engineering evaluation of operations in the Company's

Agua Fria, Havasu, Mohave Water, Paradise Valley, Sun City West, Tubac and Mohave

Wastewater Districts. The findings are contained in the Engineering Reports that I have

prepared for this proceeding. The reports are included as Exhibits DMH-1 through DMH

7 in this pre-filed testimony

8 ENGINEERING REPORTS

9 Q Would you briefly describe what was involved in preparing your Engineering

Reports for this rate proceeding

After reviewing the application for the Agua Fria, Havasu, Mohave Water, Paradise

Valley, Sun City West, Tubac and Mohave Wastewater Districts, I physically inspected

the systems to evaluate their operation and to determine if any plant items were not used

and useful. I contacted the Maricopa County Department of Environmental Services

("MCDES") and the Arizona Department of Environmental Quality ("ADEQ") to

detennine if the water systems were in compliance with the Safe Drinking Water Act

water quality requirements. Further, I contacted ADEQ to determine if the wastewater

systems were in compliance with the ADEQ wastewater discharge permit requirements

After I obtained information from the Company regarding plant improvements, chemical

testing expense water usage data and wastewater flow data, I analyzed that information. I

also contacted the Arizona Department of Water Resources ("ADWR") to determine if the

water systems were in compliance with the ADWR's requirements governing water

providers. Based on all the above, prepared the attached Engineering Reports
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1 Q Please describe the information contained in your Engineering Reports

The Reports are divided into three general sections: 1) Executive Summary, 2)

Engineering Report Discussion, and 3) Engineering Report Exhibits. The Discussions

section for Agua Fria, Havasu, Mohave Water, Paradise Valley, Sun City West and Tubac

can be further divided into ten subsections: A) Location of Company, B) Description of

the Water System; C) MCDES Compliance or ADEQ Compliance; D) ACC Compliance

E) ADWR compliance, F) Water Testing Expenses, G) Water Usage, H) Growth, I)

Depreciation Rates, J) Other Issues. These subsections provide information about the

water systems sewing the Agua Fria, Havasu, Mohave Water, Paradise Valley, Sun City

West and Tubac. The Discussions section for Mohave Wastewater is divided into eight

subsections: A) Location of Company, B) Description of the Wastewater System, C)

Wastewater Flow, D) Growth, E) ADEQ Compliance, F) ACC Compliance, G)

Depreciation Rates, H) Other Issues

15 RECOMMENDATIONS AND CONCLUSIONS

16 Q What are Staff's conclusions and recommendations regarding the Company's

operations

Staffs conclusions and recommendations regarding the Company's operations are listed

below

20

21 Agua Fria

22

Recommendations

24 Staff recommends the depreciation rates for Agua Fria presented in Figure 6 by

National Association of Regulatory Commissioners' ("NARUC") account
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II

111.

VI.

Staff recommends the adoption of the Company and Staff recommended service

line and meter installation charges and total charges

Staff recommends that $143,485 of Arsenic Treatment Plant installation be

removed from plant

Staff recommends that the well, tanks, and booster pumps in the Coolwell System

be removed from plant. The cost of interconnection was $85,845, because the

interconnection project only involved mains and one hydrant, Staff recommends

$85,845 be listed in NARUC Account No. 33 l

Staff recommends that tanks and booster pumps in Plant No. 6 of the Agua Fria

System be removed from plant

Staff considers the reported water testing expenses and the estimated water testing

costs of $25,089 for the Agua Fria reasonable

Conclusions

11

111.

MCESD has determined that Agua Fria is currently delivering water that meets the

water quality standards required by Arizona Administrative Code, Title 18

Chapter 4

Agua Fria is within the Phoenix Active Management Area and is in compliance

with ADWR monitoring and reporting rules

Agua Fria System, North East Agua Fria ("NEAF") System and Coolwell System

have 4.33, 8.81 and 7.17 percent lost water respectively, which is within

acceptable limits

Agua Fria has an approved cross connection tariff

Systems in Agua Fria have adequate production and storage capacity to serve

w .

Iv.

VI.

existing customers

Agua Fria has an approved curtailment tariff.
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VII.

VIII.

IX.

The post test year plant, 2.2 MG Sierra Montana storage tank, was not in service

during Staffs inspection

The White Tanks Regional Treatment Plant is not used and useful

A check with the Utilities Division Compliance Section showed Agua Fria has no

outstanding compliance issues

Havasu7

8

9

1 0

Recommendations

II

111.

20

Iv.

Staff recommends the depreciation rates for Havasu presented in Figure 6 by

NARUC account

Staff recommends approval of separate meter and service line installation charges

as shown under the Staff Recommended columns in Table 4

Lost water for Havasu was calculated to be 13.34 percent which exceeds

acceptable limits. Staff recommends that the Company reduce its water loss to

below 10 percent in Havasu by December 31, 2009, or before it files its next rate

increase application and/or CC8LN application and/or financing application

whichever comes first. Staff further recommends that the Company begin water

loss monitoring and take action to ensure water loss remains less than 10 percent

immediately. If the water loss for the twelve month period ending December 31

2009, is greater than 10 percent, the Company must come up with a plan to reduce

water loss to less than 10 percent, or prepare a report containing a detailed analysis

and explanation demonstrating why water loss reduction to 10 percent or less is not

feasible or cost effective. Such a report shall be docketed in this case

Staff recommends that $143,485 of Arsenic Treatment Plant installation be

removed from plant



Direct Testimony of Dorothy M. Hairs
Docket No. W-01303A-08-0227 ET AL
Page 7

1

2

Staff considers the reported water testing expenses and the estimated water testing

costs of $5,295 for the Havasu reasonable.

3

4 Conclusions:

5

6

11.

7

8

9

10

11 111.

12 IV.

13

14

15

16

v.

VI.

ADEQ has determined that the Havasu system is currently delivering water that

meets the water quality standards required by Arizona Administrative Code, Title

18, Chapter 4.

ADWR has determined that Havasu is not within any ADWR Active Management

Area and is in compliance with the ADWR requirements governing water

providers.

Havasu has an approved cross connection tariff.

Havasu has adequate storage and well production to serve its existing customers

and projected growth for a five-year planning horizon.

Havasu has an approved curtailment tariff.

A check with the Utilities Division Compliance Section showed Havasu has no

outstanding compliance issues.

Mohave Water

17

18

19

20 Recommendations :

21

22

23 11.

24

25

26

v.

1.

I.

111.

Staff recommends the depreciation rates for Mohave Water presented in Figure 6

by NARUC account.

Staff recommends the adoption of the Company and Staff recommended service

line and meter installation charges and total charges.

Bullhead City System has 14.39 percent lost water, which exceeds acceptable

limits. Staff recommends that the Company reduce its water loss to 10 percent or
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

less in the Bullhead City System by December 31, 2010, or before it files its next

rate increase application, and/or CC&N application, and/or financing application,

whichever comes first. Staff further recommends that the Company begin water

loss monitoring and take action to ensure water loss is reduced to 10 percent or less

immediately. If the water loss for a twelve month period prior to December 31,

2010 is greater than 10 percent, the Company must come up with a plan to reduce

water loss to 10 percent or less, or prepare a report containing a detailed analysis

and explanation demonstrating why a water loss reduction to 10 percent or less is

not feasible or cost effective. Such a report shall be docketed in this case.

Staff recommends that the Company file by August 31, 2009, as a compliance item

in this same docket, a copy of the Approval of Construction, issued by ADEQ or

its authorized agency, indicating that the new well with a minimum production of

190 GPM interconnected to Desert Foothills is complete and in service.

Staff considers the reported water testing expenses and the estimated water testing

costs of $17,107 for the Mohave Water reasonable.

16

17

18

19

20

Conclusions:

21 11.

22

23

24 111.

25 IV.

26

Iv.

v.

1. ADEQ stated that it has determined that the Mohave Water systems and the

Bermuda Water system are currently delivering water that meet water quality

standards required by Arizona Administrative Code, Title 18, Chapter 4.

Mohave Water is not within any Active Management Area. ADWR stated that all

water systems in the Mohave Water are in compliance with its requirements

governing water providers.

Mohave Water has an approved cross connection tariff.

All systems except Desert Foothills System in Mohave Water have adequate

production and storage capacity to serve existing customers.
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1

2 VI.

3

4 VII.

Mohave Water has an approved curtailment tariff

The post test year plant, 0.25 MG Big Bend Acres storage tank, was not in service

during Staffs inspection.

A check with the Utilities Division Compliance Section showed Mohave Water

has no outstanding compliance issues.

Paradise Valley

5

6

7

8

9

10

11

Recommendations:

12 11.

13

14 111.

15

16 IV.

17

18

19

2 0

21

22

Staff recommends the depreciation rates for Paradise Valley presented in Figure 6

by NARUC account.

Staff recommends approval of separate meter and service line installation charges

as shown under the Staff Recommended columns in Table 4.

Staff recommends annual water testing expense for Paradise Valley be adjusted to

the annual expense amount of $2,033.

Paradise Valley has 9.59 percent lost water which is within acceptable limits. Staff

recommends that the Company monitor the water system closely and take action to

ensure that lost water remains less than 10 percent in the future. If the water loss

at any time before the next rate case is greater than 10 percent, the Company shall

come up with a plan to reduce loss water to less than 10 percent, or prepare a

report containing a detailed analysis and explanation demonstrating why a water

loss reduction to 10 percent or less is not feasible or cost effective. Such a report

shall be docketed in this case.23

24

v.

1.
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Conclusions

II

111.

MCESD has determined that Paradise Valley is currently in compliance with its

requirements and is currently delivering water that meets water quality standards

required by Arizona Administrative Code, Title 18, Chapter 4

Paradise Valley is within the Phoenix Active Management Area and is in

compliance with ADWR monitoring and reporting rules

Paradise Valley has an approved cross connection tariff and an approved

curtailment tariff

Paradise Valley has adequate well production and storage capacity

The Trichloroethylene ("TCE") contaminated well, PCX-l well has been

VI.

VH.

disconnected firm Miller Road TCE treatment plant since May 2008

Staff concludes that the Well No. 12 project is not used and useful plant for

purposes of this case

A check with the Utilities Division Compliance Section showed Paradise Valley

has no outstanding compliance issues

Sun City West17

18

19

20

Recommendations

II

24

Iv.

III.

Staff recommends the depreciation rates for Sun City West presented in Figure 6

by NARUC account

Staff recommends the adoption of the Company and Staff recommended service

line and meter installation charges and total charges

Staff recommends that $143,485 of Arsenic Treatment Plant installation should be

removed tram this rate base
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1

2

Staff considers the reported water testing expenses and the estimated water testing

costs of $5,618 for the Sun City West District reasonable.

3

4 Conclusions:

5

6

MCESD has determined that Sun City West is currently delivering water that

meets the water quality standards required by Arizona Administrative Code, Title

7

8 11.

18, Chapter 4.

Sun City West is within the Phoenix Active Management Area and is in

9

10 111.

11

12

compliance with ADWR monitoring and reporting rules.

Sun City West has 6.3 percent lost water which is within acceptable limits.

Sun City West has an approved cross connection tariff

Sun City West has adequate production and storage capacity to serve its existing

13 customers ,

14 VI.

15 VII.

Sun City West has an approved curtailment tariff.

A check with the Utilities Division Compliance Section showed Sun City West has

16 no outstanding compliance issues.

17

18 Tubae

19

20 Recommendations:

21 Staff recommends the depreciation rates for Tubac presented in Figure 6 by

22 NARUC account.

23 11.

24

25 111.

26

v.

1.

iv.

IV.

1.

Staff recommends approval of the meter and service line installation charges listed

in the right-hand columns of Table 4.

All production wells in Tubac contain arsenic levels exceeding the arsenic MCL.

Tubac proposes to install a granular iron media filter arsenic removal treatment
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1

2

3

4

plant ("ARTP") and seek ACRM approval from the Commission. Staff believes

that ARTP installation is necessary.

Water testing expenses are based upon participation in ADEQ Monitoring

Assistance Program. Annual testing expenses should be adjusted to $2,360.

5

6 Conclusions:

7

8

9

10

11 11.

12

13 111.

ADEQ has determined that Tubac is currently delivering water that meets the

water quality standards required by Arizona Administrative Code, Title 18,

Chapter 4. The ADEQ has granted Tubac a waiver of the MCL violation while it

works to address the problem.

Tubac is within the Santa Cruz Active Management Area and is in compliance

with ADWR requirements governing water providers.

Tubae has 8.02 percent lost water which is within acceptable limits.

14 IV.

15

Tubac has an approved cross connection tariff.

Tubac has adequate production and storage capacity to serve its existing

16 customers .

17 VI.

18 VII.

19

Tubac has an approved curtailment tariff.

A check with the Utilities Division Compliance Section showed Tubac has no

outstanding compliance issues.

20

21 Mohave Wastewater

22

23 Recommendations :

24

25

IV.

I.

v.

I. Staff recommends the depreciation rates for Mohave Wastewater presented in

Figure 6 by NARUC account.
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II

111.

Staff recommends approval of the Off-site Facilities Hook-up Fee ("OF HF") fees

and reporting requirement contained in Figure 7

Staff accepts the Company reported amount of $11,403 annual chemical testing

costs for this proceeding

IV. Staff recommends approval of the Off-site Facilities Hook-up Fee ("OF HF") fees

and reporting requirement contained in Figure 7. The Company shall submit a

calendar year Off-Site Facilities Hook-Up Fee status report each January 31" to

Docket Control for the prior twelve (12) month period, beginning January 31

2010, until the hook-up fee tariff is no longer in effect. This status report shall

contain a list of all customers that have paid the hook-up fee tariff, the amount

each has paid, the amount of money spent from the account, the amount of interest

earned on the tariff account. and a list of all facilities that have been installed with

the tariff funds during the 12 month period. The first report shall cover the time

frame from inception of this tariff through December 31, 2009

Conclusions

11

The Mohave Wastewater is in full compliance with ADEQ for operation and

maintenance, operator certification and discharge permit limit

Staff concludes that the Mohave Wastewater treatment plants have adequate

111.

capacity to treat its customers

The Company currently is not in compliance with the reporting requirements of its

OF HF Tariff

IV. A check with the Utilities Division Compliance Section showed no delinquent

compliance items

The Wishing Well Wastewater Treatment Plant expansion project was completed

and in service in summer 2008. The total cost of this project was $4,276,039
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1 Q Does this conclude your Direct Testimony

Yes. it does



EXHIBIT DMH-1

ENGINEERING REPORT FOR ARIZONA-AMERICAN WATER COMPANY. INC

AGUA FRIA WATER DISTRICT

BY DOROTHY HAINS

JANUARY 9. 2009



A n
\. Engineering Report

For Arizona-American Water
Company's Agua Fria Water District
Docket No. W-01303A-08-0227
(Rate Increase Application)

By Dorothy Hairs

January 9, 2009

EXECUTIVE SUMMARY

Recommendations:

Staff recommends the depreciation rates for Arizona American Company's Agua Fria
District ("Agua Fria District") presented in Figure 6 by the National Association of
Regulatory Commissioners' ("NARUC") account. (See iI of report for discussion and
details.)

11. Staff recommends the adoption of the Company and Staff recommended service line,
meter installation charges and total charges. (See kJ of report for discussion and details.)

111. Staff recommends that $143,485 of Arsenic Treatment Plant installation be removed from
plant. (See kJ of report for discussion and details.)

Staff recommends that well, tanks, and booster pumps in the Coolwell System be
removed from plant. The cost of interconnection was $85,845, because the
interconnection project only involved mains and one hydrant. Therefore, Staff
recommends $85,845 be listed in NARUC account #33l. (See kJ of report for discussion
and details.)

Staff recommends that the tanks, and booster pumps in Plant #6 of the Agua Fria System
be removed firm plant. (See kJ of report for discussion and details.)

VI. Staff considers the reported water testing expenses and the estimated water testing costs
of $25,089 for the Agua Fria District reasonable. (See oF of report for discussion and
details.)

Conclusions:

1.

1 .

v.

n .

Maricopa County Environmental Services Department ("MCESD") has detennined that
Agua Fria District is currently delivering water that meets the water quality standards
required by Arizona Administrative Code, Title 18, Chapter 4. (See aC for a discussion and
details.)



11. The Agua Fria Dissect is within the Phoenix Active Management Area and is in compliance
with the Arizona Department of Water Resource ("ADWR") monitoring and reporting rules.
(See bE of report for discussion and details.)

111. The Agua Fria System, North East Agua Fria ("NEAF") System and Coolwell System have
4.33, 8.81 and 7.17 percent lost water respectively, which is within acceptable limits. (See
kG of report for discussion and details.)

The Agua Fria Distn'ct has an approved cross connection tariff
discussion and details.)

(See kJ of report for

The Agua Fria District Systems have adequate production and storage capacity to
existing customers. (See CB of report for discussion and details.)

serve

VI. The Agua Fria DistTict has an approved curtailment tariff (See pK of report for discussion
and details.)

VII. The post test year plant, 2.2 MG Sierra Montana storage tank, was not in service during
Staffs inspection. (See kJ of report for discussion and details.)

VIII. The White Tanks Regional Treatment Plant is not used and useful. (See kJ of report for
discussion and details.)

v.

Iv.

IX. A check with the Utilities Division Compliance Section showed Agua Fria has no
outstanding compliance issues. (See aD of report for discussion and details.)
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Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth
(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

1.1 55-623682 1956 20 1,000 12 250 1,200 17823 N White
Feather Path

1.2 55-575445 2000 18 1,200 10 250 1,200 14362 W Carlin Dr

1.4 55-605761 1946 18 1,200 10 200 1,000 13843 W Bell Rd

1.5 55-587293 2001 18 950 10 250 1,200 14270 W mm View
Blvd

2.1 55-553671 1996 16 1,060 10 250 1,200 14837 W Yorkshire
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A. LOCATION OF COMPANY

Arizona American - Agua Fria Water District ("Agua Fria" or "Company") serves over 33,000
customers in the unincorporated Agua Fria area which is located southwest of the City of
Phoenix in Maricopa County. Figure 1 describes the location of the Company within Maricopa
County, and Figure 2 describes theCC&N area of Agua Fria.

B. DESCRIPTION OF THE WATER SYSTEM

The plant facilities were visited on September 10 and 11, 2008, by Dorothy Hairs, Utilities
Engineer, accompanied by the Company's representatives, Jeremiah Mecham (Company's
Operation Supervisor).

System Analysis

During the test year, Agua Fria operated three separate systems.
below:

The detail discussions are

(1) Aqua Fria System (PWS #07-695)

Agua Fria System_consists of thirty-one drinking water wells that are capable of producing a
total flow of 24,805 gallons per minute ("GPM"), five arsenic treatment plants ("ATp")' and a
total of 16.7 million gallons ("MG") of storage capacity. The water system has adequate storage
and well production to serve its existing customers and prob ected growth for a live-year planning
horizon. Figures PA through AM provide a process schematic showing both the active and
inactive components of the water system.

Well Data

Active Drinking Water Wells (Agua Fria System)

1 ATP #1 has 6.9 million gallons per day ("MGD") treatment capacity, ATP #2 has3.5 MGD treatment capacity,
ATP #5 has 2 MGD treatment capacity; ATP #9 has 2.8 MGD treatment capacity and AFTL ATP has 1.47 MGD
treatment capacity..



Dr.

2.3 55-573654 1982 20 852 10 200 1,100 15341 W Man View
Blvd

2.4 55-520840 1988 16 1,060 8 250 1,200 18510 N Reems Rd

3.1 55-565447 1999 18 1,100 10 250 1,200 17961 Goldwater
Canyon Dr.

3.2 55-565446 2002 18 1,200 10 200 1,000 17760 Estrella Vista
Dr.

3.3 55-591439 2002 19 1,080 10 260 1,133 16734 W Stevenage
St.

3.4 55-203096 2004 19 1,150 10 250 1,200 16664 W Cabrera
Court

4.1 55-604498 1948 2 0 1,200 8 2 5 0 1,200 [7800 N Citrus Rd

4.2 55-555779 1996 16 1,150 6 2 0 0 8 0 0 17811 N Thomberry
Dr.

4.3 55-590166 2002 18 1,050 10 2 5 0 888 17626 W Sabrina Dr.

4.4 55-576971 2 0 0 0 16 1,575 10 2 0 0 1,000 17116 W Paradise Lm

4.5 55-593407 2003 19 1,205 10 2 0 0 9 9 0 16797 W Statler St.

4.6 55-202092 2004 19 1,055 8 125 514 545 W Surprise
Fains Loop Dr

4.7 55-204414 2005 19 1,480 8 2 5 0 9 5 0 352 N NW Ranch
Park

5.1 55-514145 1986 16 1,000 8 150 8 0 0 7502 N Cotton Lm

5.2 55-624692 1954 18 888 4 125 6 0 0 17540 W Olive Ave

5.3 55-604500 1954 2 0 1,000 8 2 0 0 8 0 0 16095 N Cotton Lm

8.1 55-592749 2003 18 9 8 0 4 100 4 0 0 WP #8 site

8.2 55-595241 2004 18 1,103 8 125 5 4 0 1721 l W Greenway
Rd

8.3 55-598979 2003 15 841 6 75 2 4 0 15024N 18151 AV€

9.1 55-585407 2001 12 9 0 0 6 100 3 2 0 19784 W Indian
School Rd

9. 2 55-595267 2003 16 6 6 0 8 125 5 0 0 3860 N Citrus Lm

9.3 55-592226 2 0 0 2 12 1,520 8 125 5 3 0 17257 W Indian
School Dr.

9.4 55-591437 2 0 0 2 16 610 6 100 5 0 0 4350 N Cotton Lm

AFTL1 55-205432 2005 18 1,606 8 2 0 0 5 0 0 9050 N Cortessa
PKW

AFTL4 55-212434 2 0 0 6 18 7 2 0 6 150 6 0 0 8850 N 183"' Ave

11.2 55-215470 2 0 0 7 18 1,058 10 2 5 0 800 11695 N Sarival Ave

Well # ADWR No. Year
Drilled
( l 9 x x )

Cas ing
Size

(inches)

W el l
Depth

(11)

Wel l
Meter
S ize

( inches )

Pump

(HP)

Pump
Yie ld

(GPM)

Location

2. 2 55-554002 1997 18 1,170 8 2 5 0 1,200 18031 N Reams
Rd
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In active Well



Location lTreatmenT e Treatment Capacity
Plant #1 17823 N White Feather

Path
Granular Ferric Media filtration 5.5 6.9 million gallons per day

("MGD")

Plant #2 14837 W Yorkshire Dr Granular Ferric Media filtration 3.5 -4.3 MGD
Plant #5 7502 N Cotton Ln Granular Ferric Media filtration 2 -3 . 2  M G D
AFTL Plant 9050 N Cortessa PKW Granular Fen*ic Media filtration 1.47 MGD
Plant #9 19784 W Indian School Rd Ion Exchange 2.8 MGD

Location Structure or equipment Capacity
WP #1 (17823 N White Feather Path) IsBooster P four 150-HP

Storage Tank s Two 1,325,000 gal (underground,
concrete)

Pressure Tanks one 10,000 gal
WP #2 (14837 W Yorkshire Dr) Booster Pumps Three 60-HP

Three 200-HP
One 100-HP
One 75-HP

Storage Tanks Two 1,000,000 gal

Pressure Tanks Two 10,000 gal

WP #3 (19508 N Papago Dr.) Booster Pumps One 150-HP
Three 100-HP

Four 75-HP
Storage Tanks Two 1,000,000 gal

Pressure Tanks Two 13,000 gal

WP #4 (17630 W Bell Rd) Booster Pumps Five 125-HP
Two 60-HP

Storage Tanks One 2,000,000 gal
One 1,500,000 gal

Pressure Tanks One 10,000 gal

WP #5 (7502 N Cotton Ln) Booster Pumps Two 150-HP
Two 125-Hp
Two 50-HP

Storage Tanks One 1,500,000 gal (underground)

Pressure Tanks Two 10,000 gal

WP #8 (Citrus Rd, south of Greenway) Booster Pumps Four 125-HP
Two 40-HP

Storage Tanks One 1,500,000 gal

Pressure Tanks Two 13,000 gal

WP #9 (19784 W Indian School Rd) Booster Pumps Four 50-HP

Arizona-American Water Company
Agua Fria Water Division
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Arsenic Treatment Plant

Active Storage, Pumping



Storage Tanks One 100,000 gal

Pressure Tanks One 10,000 gal

WP #10 (21513 W Sunrise Lane) Booster Pumps Five 50-HP

Storage Tanks Two 1,735,000 gal (underground,
concrete)

Pressure Tanks One 10,000 gal

Diameter inches Material Length feet
4 Various 65,669
6 Various 666,345
8 Various 1,432,980

10 Various 137,014
12 Various 885,609
14 Various 4,976
16 Various 175,619
18 Various 6,711
20 Various 46,619
24 Various 15,458
30 Various 36,966
36 Various 15
48 Various 29

undetermined Various 60,737

Size (inches) Quantity

%x% 19,220
eA 7,771
1 4,383

1% 373
2 493
3 74
4 2
6 5
8 2

Arizona-American Water Company
Agua Fria Water Division
Docket No. W-01303A-08-0227
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Distribution Mains

Meters



Well # ADWR No. Year
Drilled

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump
(HP)

Pump
Yield

(GPM)

Location

Irrigation
well #2

55-611448 1982 20 1,066 12 400 1,450 13100 W Junipero Dr

Irrigation
well #1

55-611447 1982 20 1,075 12 400 1,950 13480 W Junipers Dr

Well # ADWR No. Year
Drilled

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump
(HP)

Pump
Yield

(GPM)

Location

100.1 55-595221 2003 18 1,100 10 200 1,000
100.2 55-595224 2004 18 1,208 12 300 1,600

Location Structure or equipment Capacity
WP #1 (13040 W Junipero Dr.) Booster Pumps Two 125-HP

One 60-HP
Storage Tank s One 1,250,000 gal
Pressure Tanks One 20,000 gal

Diameter (inches) Material Length (feet)
4 Various N/A
6 Various N/A
8 Various N/A

10 Various N/A
12 Various N/A

Arizona-American Water Company
Agua Fria Water Division
Docket No. W-01303A-08-0227
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Irrigation Well

(2) North East Agua Fria System (PWS #07-531)

North East Agua Fria ("NEAF") System_consists of two drinking water wells that are capable of
producing a total flow of 2,600 GPM, an on-site hypochlorite generating plant and a total of 1.25
MG of storage capacity. NEAF System also operates two initiation wells that produce 3,400
GPM water. The water system has adequate storage and well production to serve its existing
customers and projected growth for a five-year planning horizon. Figure IN provides a process
schematic showing both the active and inactive components of the water system.

Well Data

Active Drinking Water Wells AF System)

Active Storage,  Pumping

Distribution Mains



14 Various N/A
16 Various N/A
18 Various N/A
20 Various N/A
24 Various N/A
30 Various N/A
36 Various N/A
48 Various N/A

undetermined Various N/A

Size (inches) Quantity (NEAF) Quantity
(Coolwell)

Quantity (Total)

%x% 123 19 123
% 1,558 4 1,558
1 1,060 3 1,060

1% 11 1 11

2 44 1 44
6 1 0 1

Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

Coolwell
well

55-803469 1972 16 850 4 50 300 In Agua Fria
River

floodplain

Arizona-American Water Company
Agua Fria Water Division
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Meters

(3) Coolwell System (PWS #07-080)

Coolwell System ("Coolwell") consists of one drinking water well that is capable of producing a
total flow of 300 GPM, and a total of 10,000 gallons storage capacity. The water system alone
does not have adequate storage and well production to serve its existing customers. However
Coolwell was recently (August, 2008) interconnected with the NEAF system. The Company
decided to disconnect production and storage plants in Coolwell system to serve its customers
A detailed discussion of this issue follows in Section J. Figure 30 provides a process schematic
showing both the active and inactive components of the water system

Coolwell Well System (inactive)



Location Structure or equipment Capaci
Coolwell well site Booster Pumps One 1%-HP

One 3-HP
One 5-HP

Storage Tank s One 10,000 gal
Pressure Tanks One 2,000 gal

Diameter inches Material Length (feet
4 Various N/A
6 Various N/A
8 Various N/A
10 Various N/A
12 Various N/A
14 Various N/A
16 Various N/A
18 Various N/A
20 Various N/A
24 Various N/A
30 Various N/A
36 Various N/A
48 Various N/A

undetermined Various N/A

Size (inches) Quantity (NEAF) Quantity
(Coolwell)

Quantity (Total)

%x% 123 19 19
3% 1,558 4 4
1 1,060 3 3

1% 11 1 1
2 44 1 1

Arizona-American Water Company
Agua Fria Water Division
Docket No. W-01303A-08-0227
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Coolwell Storage, Pumping (inactive)

Coolwell Distribution Mains

Coolwell Meters

Staff concludes that the NEAF does have adequate storage and well production to serve both
NEAF and Coolwell customers.
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c. MARICOPA COUNTY
("MCESD") COMPLIANCE

ENVIRONMENTAL SERVICES DEPARTMENT

Based on memorandums dated April 9 and May 21, 20082, MCESD has determined that all
water systems in Agua Fria District are currently in compliance with its requirements. MCESD
also stated that it has determined that the system is currently delivering water that meets water
quality standards required by Arizona Administrative Code, Title 18, Chapter 4.

D. ARIZONA CORPORATION COMMISSION (¢cACC") COMPLIANCE

A check with the Utilities Division Compliance Section showed no delinquent compliance items.

E. ARIZONA DEPARTMENT OF WATER RESOURCES ("ADWR") COMPLIANCE

Agua Fria is in ADWR's Phoenix Active Management Area ("AMA"). Staff received a
Compliance Status Report from ADWR for Agua Fria on August 13, 2008 and on October 20,
2008. 111 its reports ADWR stated that all water systems in the Agua Fria District are in
compliance with its requirements governing water providers.

F. WATER TESTING EXPENSES

(1) Agua Fria System

The Company's estimated annual water testing expense for Agua Fria System (07-695) is
$17,372. Staff concludes that this estimate is reasonable. Therefore, for purposes of this rate
case, Staff recommends water testing expenses be adjusted to the Company's estimated annual
expense amount of $17,372. (See Table 1)

(2) NEAF and Coolwell Systems

Both NEAF System and Coolwell System are subject to mandatory participation in the ADEQ
Monitoring Assistance Program ("MAP"), the estimated annual test costs were based on
combined systems. Staff calculated the testing costs based on the following assumptions:

MAP will do baseline testing on everything except copper, lead, bacteria and
disinfection by-products.

ADEQ testing is performed in 3-year compliance cycles. Therefore, monitoring
costs are estimated for a 3-year compliance period and then presented as a pro
forma expense on an annualized basis.

2 The Agua Fria System report was received on May 14, 2008, reports for NEAF System and Coolwell System were
received on May21, 2008.

2.

1.



Monitoring Cost per test
No. of tests per
three year period

Total cost per three
year period

Annual Cost

| NEAF
/Coolwell

Aqua
Fria

NEAF/
Coolwell

Aqua
Fria

NEAF/
Coolwell

Aqua
Fria

NEAF/
Coolwell

Agua Fria
Water
District

324 $31,680 $3,564 $10,560 $1,188 $11,748

36 $396 $132 $132

0 0 0
!

MAP

Bacteriological - monthly
i
I

i

Radiochemical - (1/3 yr)
Gross Alpha
Uranium
Radium 228
Radium 226

$11

$11

$35

$60
$140
$130
$100

$11 2880
I

1 Customer requested back

Customer requested HPC

Inorganics - Priority
Pollutants

MAP

28
28
28
28

$1,680
$3,920
$3,640
$2,800

MAP

$560
$1307
$1213
$933

MAP $4,013

$2,667

I
Phase II and V:

MAP 7 MAP MAP

MAP
18

MAP MAP

MAP IS MAP MAP

S500 16 $8,000 S2,667

MAP 7 MAP MAP

lOC's*

SOC's*

VOC's*

Dioxin

Nitrites* per 9 yrs

Nitrates - annual*

Asbestos per 9 years*

I Lead & Copper -
| Triennial*

TTHM /HHAs -
anna]*&**
Maximum chlorine

*

residual levels

MAP fees (annual)

MAP 57 6
MAP MAP I

MAP 5 5 MAP MAP

90 120

96 3

36

II
|

$6,528.5 I$6,528.51 l S6,528.51

Arizona-American Water Company
Agua Fria Water Division
Docket No. W-01303A-08-0227
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3. All monitoring expenses are based on Staffs best knowledge of lab costs and
methodology and one point of entry.

The estimated water testing expenses represent a minimum cost based on no
"hits" other than lead and copper, and assume compositing of well samples. If
any constituents were found, then the testing costs would dramatically increase.

Table 1 shows the estimated annual monitoring expense, assuming participation in the MAP
program. Water testing expenses should be adjusted to the annual expense amount of $7,717
shown in Table l.

4.

Table 1 Water Testing Cost (Agua Fria Water District)



- &Arsenlc* ** 12

Total $17,372 $7,71651 $25,089

Agua Fria System NEAF System Coolwell System

High usage month September, 2007 July 2007 July 2007
Average daily flow in high usage
month (in gallons per day)

792 846 849

Low usage month February 2007 December 2007 March 2007
Average daily flow in low usage
month (in gallons per day)

298 439 311

Amlual average daily flow (in
gallons per day)

460 602 596

Arizona-American Water Company
Agua Fria Water Division
Docket No. W-01303A-08-0227
Page 10

1

Notes:
1. Coolwell (PWS #07-080) is interconnected with NEAF (PWS #07-531). Coolwell is no

longer in service, its customers are served byNEAF.
Summary of $250 (all MAP system base fee), $6278.51 (total of 2,443 customers
modified by $2.57) are $6,528.51.

* The test will be done in the Company's Lab in Belleville.
** To comply with ADEQ requirement, the Company has to conduct quarterly arsenic testing at

each well site and ADEQ designed sampling points aka Points Of Entry.

The total estimated annual water quality testing costs for Agua Fria District are $25,089.

G. WATER USAGE

Figures 4A through 4D are graphs that show water consumption data in gallons per day ("GPD")
per customer for the Agua Fria System, the NEAF System and the Coolwell System for the test
year period of January 2007 through December 2007.

1. Water Sold

Based on information provided by the Agua Fria District, water use for the test year is presented
in the Table below and in Figure 4.

2. Lost Water

2.

Lost water should be 10 percent or less and never more than 15 percent. It is important to be
able to reconcile the difference between water sold and the water produced by the source. A
water balance will allow a water company to identify water and revenue losses due to leakage,
fire fighting, and flushing. Lost water for systems in Agua Fria Water District is listed in the
Table below:



Agua Fria System NEAF System Coolwell System
Water Loss (%) 4.33 8.81 7.17

Year Nos. of Customers
2002 13,764 Reported
2003 15,214 Reported
2004 21,375 Reported
2005 26,514 Reported
2006 30,741 Reported
2007 33,021 Reported
2008 35,301 Estimated
2009 37,581 Estimated
2010 39,861 Estimated
2011 42,141 Estimated
2012 44,421. Estimated

Arizona-American Water Company
Agua Fria Water Division
Docket No. W-01303A-08-0227
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Lost water for all systems in the Agua Fria Water District were within acceptable limits during
the test year.

H. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the
Company's annual reports, the number of customers increased from 13,764 at the end of 2002 to
33,021 by the end of 2007, with an average growth rate of 2,280 customers per year from 2002
to 2007. Based on the linear regression analysis, Staff estimates that the Company could have
over 44,000 customers by the end of 2012. The following table summarizes Staffs projected
growth.

Table 2 Actual and Projected Growth

I. DEPRECIATION RATES

Decision No. 67093 (dated June 30, 2004) approved the depreciation rates used by Agua Fria in
this rate proceeding except that the Company reorganized the authorized rates utilizing the
National Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as
presented in Figure 6.

The Company proposed a 25 percent depreciation rate for its heavy duty trucks but provided no
specific justification for this accelerated depreciation rate. Staff believes that a 15 percent
depreciation rate is more appropriate since heavy duty trucks usually have a useful life of at least
6 to 7 years.

Staff recommends that the depreciation rates presented in Figure 6 by the NARUC account.



posed Charges
(service line)

Meter Size Current
Charges(service

line)

Current Charge
(meter installation)

Proposed Charge
(meter installation)

Staff
Recommendation
Charge (Service

Line)

Staff
Recommendation

charge (meter
installation)

Staff
Recommendation

total charges

5/8 x 3/4-inch $600

$1,875

3/4-inch

l -inch

l %-inch

2-inch
(Turbine)

l 2-inch
(Compound)

$580 $1,640 Actual Cost Actual Cost $830 $1,890 |$2,720

3-inch
(Turbine)

$745 $1 ,420 Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost
i

$765 $2,195 Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost

$1,090 $2,270 Actual Cost Actual Cost Actual Cost Actual Cost

$1,120 $3,145 Actual Cost Actual Cost Actual Cost Actual Cost

$1,610 $4,425 Actual Cost Actual Cost Actual Cost Actual Cost

6-inch
(Compound)

$1,630 $6,120 Actual Cost Actual Cost Actual Cost Actual Cost

Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost

$370 $130 Actual Cost Actual Cost $445 $155

$370 $205 Actual Cost Actual Cost $445 $255

$420 $240 Actual Cost Actual Cost $495 $315

$450 $450 Actual Cost Actual Cost $550 $525

$580 $945 Actual Cost Actual Cost $830 $1,045

$700

$810

$1,075

3-inch
(Compound

4-inch
(Turbine)

4-inch
(Compound)

6-inch
(Turbine)

Actual Cost

Actual Cost

Actual Cost

Actual Cost

Arizona-American Water Company
Agua Fria Water Division
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J. OTHER ISSUES

1. Serviee Line and Meter Installation Charges

The Company requested that meter and service line installation charges for all size meters be
determined on an individual case basis. Staff is recommending specific charges for meters
smaller than 3-inch and actual costs for 3-inch meters and larger. Staff recommends approval of
separate meter and service line installation charges as shown under the column headings "Staff
Recommended" in Table 4 for meter sizes smaller than 3-inches. Since the Company may at
times install meters on existing service lines, it would be appropriate for some customers to only
be charged for the meter installation. Therefore, separate service line and meter charges have
been developed by Staff which Staff recommends be adopted in this case.

Table 4 Service Line and Meter Installation Charges (AF)

2. Curtailment Tars

The Company has an approved Curtailment Tariff
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3. Cross Connection & Baekflow Tars

The Company has an approved Cross Connection & Backflow Tariff

4. Arsenie Treatment Plant ("A TP") Capacity

In 2006 to comply with the new arsenic standard, the Company began its arsenic treatment plant
installations in order to remove arsenic in the water supply. All five plants, the 6.9 MGD
treatment plant (Plant No. 1), 3.5 MGD plant (Plant No. 2), 2 MGD plant (Plant No. 5), 2.8
MGD (Plant No. 9) and 1.47 MGD plant (AFTL Plant) were completed and have been in
operation since 2007.

ATP No. 5 only treats ground water produced by Well No. 5.1 and Well No. 5.2. The combined
flows from these two wells are 1,400 GPM. Based on the design report, the loading rate is 5
GPM per square foot under nonna operation. Staff determined that three ll-feet diameter
media vessels have adequate treatment capacity to remove arsenic. However, the Company
installed four 11-foot diameter media vessels, therefore, Staff recommends that cost of one ll-
feet diameter vessel be removed from rate base.

The estimated cost of one 11-foot diameter vessel was $143,4853 in 2005 .

5. Post Test Year Plant

(a) The 2.2 MG Storage Tank

The Company has requested that a 2.2 MG storage tank (also called Sierra Montana 2.2 MG
reservoir) be included in rate base. During the inspection, Staff found that construction of this
item had not been completed and therefore was not in service, however, MCDES issued a
Certificate of Approval of Construction for this project on November 25, 2008. It appears that
this plant was completed and placed in service in November 2008.

(b) The White Tanks Regional Water Treatment Plant

The Company also requested the White Tanks Treatment Plant be included in this rate base.
This plant item was not used and useful during the inspection. No Certificate of Approval of
Construction has been issued for this project.

3 See Company Response to DR #20.1, total costs of four vessels (manufactured by Severn Trent) in Agua Fria
Arsenic Treatment Plant #2 were $573,439. One fourth of $573,439 is $143,485.
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(c) Coolwell System Interconnection

The Coolwell System was recently interconnected with NEAF System. This project resolves
inadequate storage in the Coolwell system. The cost of this interconnection was $85,845
Because the interconnection project involved mains and one hydrant, Staff recommends
classification of $85,845 to NARUC accost No. 331

(d) Waddell Haciendas Project

The Company installed approximately 500 feet of 10-inch pipelines on Acoma Road between
183M Ave and 186'" Ave. MCESD issued a Certificate of Approval To Construct for this project
on May 8, 2007. This project was completed prior to Staffs inspection, however, no Approval
of Construction has been issued

(G) Reams Road Bvpass Project

The Company installed approximately 2,000 feet 16-inch pipelines on Reef Road between Bell
Road and Mountain View Blvd. MCESD issued a Certificate of Approval to Construct for this
project on March 3, 2008. This prob et was in service shortly after Staffs inspection, however
no Approval of Construction has been issued

6. Not Used and Useful Plant Items

During the inspection, Staff found following items were not used and useful

(a) Well 2.2" of Agua Fria System

(b) Plant No. 6 of Agua Fria Svstem

The Wells°, one 40,000 gallons storage tank, two 5,000 gallons pressure tanks and a three-pump
booster station were disconnected from the Company's system in 2006. Therefore, Staff
recommends that tanks and booster pumps in Plant #6 of the Agua Fria System should be
removed from the plant

(c) Coolwell System

The 300 GPM well, the 10,000 gallons storage tank, the 2,000 gallon pressure tank and the three
pump booster pump station have been disconnected from the Company's service system
Therefore, Staff recommends that well, tanks, and booster pumps in Coolwell System be
removed from plant

The Company terminated this well service due to well screen problem
Well #6-10-C and Well #7-22 are leased wells which are owned by Maricopa Water District
The System was terminated its service in the sumner 2008
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FIGURES
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FIGURE 1

LOCATION OF AGUA FRIA WATER DISTRICT
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FIGURE 2

AGUA FRIA WATER DISTRICT CERTIFICATED AREA
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FIGURE PA

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM
FOR EXISTING SYSTEMS (AGUA FRIA SYSTEM)
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FIGURE CB

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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FIGURE AC

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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FIGURE 3D

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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FIGURE BE

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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FIGURE OF

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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FIGURE KG

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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FIGURE OH

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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FIGURE 31

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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Arizona-America Water Co. Agua Fria Water District
(Agua Fria System PWS #07-695)
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Water Plant #10 Storage Tank Site

Two 1,735,000 gallon concrete underground
storagecells (estimated30  ̀below surface)

Operating System is controlled
by SCADA (installed in 2004)

Water Plant #10 Pump Station Site

- > I
I

10,000 gallon
pressure tank4 >TFive 50-HP booster pumps I

C12 gas injection

A 313 KVA (750 kw)
on-site generator

Operating System is controlled by
SCADA (installed in 2004)
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Well 9.4 Site

Well 49.4 (drilled in 2002)
DWR # 55-591437
6l0' deep, la" casing, 100-HP,
500 rpm
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Well #9.2 Site
Well #9.2 (drilled in 2003)
DWR # 55-595267
660' deep, 16" casing, 125-Hp, 500
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Arsenic Removal
Treatment Plant #9

Well #93 (drilled in 2002)
DWR # 55-592226
1,520' deep, 12" casing, 125-Hp, 530
rpm
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I

Iw
Sand Separator Well 9.3 Site

I
I
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FIGURE KJ

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)



10-22-08 Arizona-America Water Co. Agua Fria Water District
(Agua Fria System PWS #07-695)
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Well #2.3 Site
Well #2.3 (drilled in 2000)
DWR # 55-573654
1,140' deep, 18" casing, z50.Hp,
1,200 rpm
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Well 2.4 Site
Well #2.4 (drilled in 2004)
DWR # 55-200558
1,150' deep, 19" casing, 250-I-Ip,
1,200 rpm

W -*re*
Well #2.2 (drilled in 1997)

DWR # 55-573654
1, l40' deep, 18" casing 250-
HP, 1,200 rpm

M , _ I  I

Well #2.2 Site (it is out of service, due
well screen problems)

Well #4.5 (drilled in 2003)
DWR # 55-593407
1,205' deep, 19" casing 200-HP,
990 rpm

0"meter>

Well #4.5 Site

Well #4.7 (drilled in 2005)
DWR # 55-204414
l,480' deep, 19" casing, 250-HP,
950 rpm

8" meter1-w
Well #4.7 Site

Well #4.6 (drilled in 2004)
DWR # 55-202092
l,055' deep, 19" casing, 125-
I-W,514 rpm

I
4 I

, meter

I
I

Well 4.6 Site

I  I
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Well 11.2 Site

Well #ll.2 (drilled in 2007)
DWR # 55-212491
l,058' deep, 18" casing,250-
HP, 800 rpm

I< -
10,000 gay
pressure 18X'lk @

It became used and useful in January2008.

Agua Fria Distribution System

Arizona-American Water Company
Agua Fria Water Division
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FIGURE PK

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)



9-24-08 Arizona-America Water Co. Agua Fria Water District
(Agua Fria System PWS #07-695)
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950' deep, 18" casing, 250.Hp,
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Well #5.2 Site

>

Well #s.z (drilled in 1954)
DWR # 55-624692
888' deep, lg" casing, 125-HP, 600
rpm

O
Sand Scpalalor
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pressure tank /
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FIGURE AL

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)
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Arizona American Water Co. Agua Fria Water District

(Agua Fria System PWS # 07-695)
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FIGURE AM

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (AGUA FRIA SYSTEM)

' |



9-Z2-08
Arizona American Water Co. Agua Fria Water District

(PWS 407.531)
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Customers in NE Agua
Fria (Cana Bella &
Coolwell areas)

1Initiation Customer (Golf Course)>

l Q

Well9100.2 (DWR in 55-595214)
drilled in 2004, L208' well <1=F'JL
1,600 gpmu, lb" casing, 300-HP

1
l

Well #1002 Site
l0"m l

Well #l00.l Site

>

Well #I00.1 (DWR #5s-595221)
:billed in 2003, 1,l00' well dept,
1,000 sym, is" casing 200-Hp

I l
I I

B"m I

NE AF Water Plant #1
(insnlled in 2003

>

20,000 gallon

pressure l2lI\k<T >
NaOCl (gareraled by an on-

site hypochlorite generator

To nos-Hp x=¢¢.=¢.1 Wav: a
one so-Hp brume WMPAn on-site generator (375 KVA, 300 kw)

1,250,000 gal storage
tank (l8'.H)

4- I@
Irrigation Well No. I Stir

l

1 I

Im'galion Well No. l (DWR #55-611447)
drilled in 1982 l,075` well dim 1,950 spun
20 ' ming, 4:10-Hp

Irrigation Well Nm. 2 Site

>I
I I @

Irrigation Well NIL 2 (DWR#56-611448)
anded in ws; 1,066 well d=pm 1,450 gum
20" casing, 400-Hp
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FIGURE IN

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (NEAF SYSTEM)
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Arizona American Waler Co. Agua Fria Water District

(3407-080)

The system is no longer in sewicc in 2008
(power Mme: had he n puled out

Cmllw u Well (DWR »55-803469)
drilled in 1972, S50' well 4¢p*h, 300 rPm,
la" casing, 50-HP

I I >funI I |>

t I
Cl, injection
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pressure lank I

One1.4-Hp. Ne3-Hp, 5-Hp :we wavCadwell System PWS #o7.uso) Site
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FIGURE 30

AGUA FRIA WATER DISTRICT SYSTEMATIC DIAGRAM (COOLWELL SYSTEM)



Arizona American Water Co. Agua Fria Water
District Agua Fria (PWS #07-695) Water Usage

During Test Year (Jan 2007 Dec 2007)
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FIGURE 4A

AGUA FRIA WATER DISTRICT WATER USAGE (AGUA FRIA SYSTEM)



Arizona American Water Co. Agua Fria Water
District NEAF (PWS #07 531) Water Usage

During Test Year (Jan 2007 Dec 2007)
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FIGURE 4B

AGUA FRIA WATER DISTRICT WATER USAGE (NEAF SYSTEM)



Arizona American Water Co. Agua Fria Water
District NEAF Irrigation Water Usage

During Test Year (Jan 2007 Dec 2007)
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FIGURE 4C

AGUA FRIA WATER DISTRICT WATER USAGE (NEAF IRRIGATION SYSTEM)



Arizona American Water Co. Agua Fria Water
District Coolwell (PWS #07-080) Water Usage

During Test Year (Jan 2007 Dec 2007)
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FIGURE 4D

AGUA FRIA WATER DISTRICT WATER USAGE (COOLWELL SYSTEM)
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FIGURE 5

GROWTH IN AGUA FRIA WATER DISTRICT



Depreciable Planti`NARUC
Acct #

Decision
#68310

302 302000 Franchises
303

303200
303300
303500
303600

Land & LandRights
Land & Land Rights SS
Land & Land Rights P
Land & Land Right TD
Land & Land Right AG

0
0
0
0

0
0
0
0

0
0
0
0
0

2.50
1.67
1.67
0.00
4.63
0.00 M
4.42
4. 42
4.42

304100
304200
304300
304400
304600
304800

Structures & Improvements
Structure & Improvement SS
Structure & Improvement P
Structures and Improvements WT
Structure & Improvement TD
Structure & Improvement office
Structure & Improvement Misc

2.50
1.67
1.67
0.00
1.68
0.00

2.50
1.67
1.67
1.67
2.03
0.00

305000 Collection & Impounding reservoirs 0.00 0.00
307000 Wells & Springs 2.52 2.52
310100 Power Generation Equip Other 0.00 4.42

311200
311300
311500

Pumping Equipment

I

Pump Equipment Electric
Pump Equipment Diesel
Pu Equipment Other

4.42
4.42
4.42

4.42
4.42
4.42

320100

N/A
N/A
N/A

N/A
N/A

Water Treatment
Water Treatment Equipment
Water Treatment Equipment Non-
Media
Solution Chemical Feeder
Media Water Treatment Equipment
(pressurized vessels)
Ion Exchange Treatment Equipment
Sludge Disposal Equipment

4.00

N/A
N/A
N/A
N/A
N/A
N/A

4.00
N/A
N/A
N/A
N/A
N/A
N/A

I\
E

7.06
5.00
5.00
5 . 00
4. 00
5.00

I1 . 6 7

1 . 6 7

5.00

i1
iII
I

1.53
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2 . 00
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33000
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Distribution Reservoirs &
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Storage Tanks
Pressure tanks

1 .67
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1 .67
N/A
N/A

331001
331100
331200
331300

332000

Transmission and Distribution
TD mains not classified by size
TD mains 4-inch & less
TD mains 6-inch to 8-inch
TD mains 10-inch to 16-inch
TD mains 18-inch and larger
Fire Mains

1.53
N/A
N/A
N/A
N/A
N/A
0.00

1.53
1.53
1.53
1.53
N/A
0.00

0 00
0 0 I0
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FIGURE 6
DEPRECIATION RATES FOR WATER SYSTEMS (Agua Fria Water District)



333 2.482.48

2.51
2.51

2.51
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335 335000 Hydrants 2.00 2.00 2.00
336I

339100
339500

Other Plant & Misc Equipment
Other P/E Intangible
Other P/E SS
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0

0
0

4.04
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N/A

Office Furniture & Equipment
Office Furniture & Equipments
Computer & perish equipment
Computer Software
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N/A
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Transportation Equipment
Transportation Equip, Lt Duty Trucks
Transportation Equip, heavy Duty
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25.00

25.00

22.00

15.00
342000 Store Equipments 3.92 3.92
343000 Tools Shop & Garage Equipments 4.14 4.02
344000 Lab equipments 3.71 0.00
345000 Power operated equipments 5.14 5.20

346100
346300

Communication Equipments
Communication Equip non-telephone
Communication Equip Other

10.28
N/A

10,30
4.93

334
334100
334200

Meters
Meters
Meter installations

2.51
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ENGINEERING REPORT FOR ARIZONA-AMERICAN WATER COMPANY, INC.,

HAVASU WATER DISTRICT

BY DOROTHY HAINS

JANUARY 9, 2009



A n l *

Engineering Report
For Arizona-American Water
Company's Havasu Water Division
Docket No. W-01303A-08-0227
(Rate Increase Application)

By Dorothy Hairs

January 9, 2009

EXECUTIVE SUMMARY

Recommendations

Staff recommends the depreciation rates for Arizona American Company's Havasu
District ("Havasu") presented in Figure 6 by National Association of Regulatory
Commissioners' ("NARUC") account. (See iI of report for discussion and details.)

II Staff recommends approval of separate meter and service line installation charges as
shown under the Staff Recommended columns in Table 4. (See kJ of report for discussion
and details.)

Lost water for Havasu was calculated to be 13.34 percent which exceeds acceptable
limits. Staff recommends that the Company reduce its water loss to below 10 percent in
Havasu by December 31, 2009, or before it files its next rate increase application and/or
CC&N application and/or financing application, whichever comes first. Staff Eurther
recommends that the Company begin water loss monitoring and take action to ensure
water loss remains less than 10 percent immediately. If the water loss for the twelve
month period ending December 31, 2009, is greater than 10 percent, the Company must
come up with a plan to reduce water loss to less than 10 percent, or prepare a report
containing a detailed analysis and explanation demonstrating why a water loss reduction
to 10 percent or less is not feasible or cost effective. Such a report shall be docketed in
this case. (See kG of report for discussion and details.)

Iv. Staff recommends that $143,485 of Arsenic Treatment Plant installation be removed from
plant. (See kJ of report for discussion and details.)

Staff considers the reported water testing expenses and the estimated water testing costs of
$5,295 for the Havasu reasonable. (See oF of report for discussion and details.)



Conclusions

Arizona Department of Environmental Quality ("ADEQ") has determined that Havasu
system is currently delivering water that meets the water quality standards required by
Arizona Administrative Code, Title 18, Chapter 4. (See aC for a discussion and details.)

II Arizona Department of Water Resource ("ADWR") has determined that Havasu is not within
any ADWR's Active Management Area and is in compliance with the ADWR requirements
governing water providers. (See bE of report for discussion and details.)

Havasu has an approved cross connection tariff (See kJ of report for discussion and details.)

Havasu has adequate storage and well production to serve its existing customers and
projected growth for a five-year planning horizon. (See CB of report for discussion and
details.)

Havasu has an approved curtailment tariff (See §J of report for discussion and details.)

Iv.

VI. A check with the Utilities Division Compliance Section showed Havasu has no
outstanding compliance issues. (See aD of report for discussion and details.)
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Well # ADWR No . Year
Drilled
(19xx)

Casing
Size
(inches)

Well
Depth (ft)

Well
Meter
Size
(inches)

Pump
(HP)

Pump Yield
(GPM)

3 55-601831 1972 8 160 4 40 250
7 55-539646 1993 10 150 6 20 550
8 55-512988 1986 8 420 4 15 100
9 55-594370 2003 16 790 8 20 500

Arizona-American Water Company
Havasu Water District
Docket No. W-01303A-08-0227
Page 1

A. LOCATION OF COMPANY

Arizona-American Water Company Havasu Water Division ("Havasu" or "Company") serves
water to approximately 1,530 customers and is located in north of the City of Lake Havasu in
Mohave County. Figure 1 describes the location of Havasu, and Figure 2 describes the
Certificate of Convenience and Necessity ("CC&N") area of Havasu.

B. DESCRIPTION OF THE WATER SYSTEM

The plant facilities were visited on June 17, 2008, by Dorothy Hairs, Utilities Engineer,
accompanied by Company representative, David Evans (the Company's Operation
Superintendent).

System Analysis

Havasu consists of four drinking water wells that are capable of producing a total flow of 1,400
gallons per minute ("GPM"), a 2.2 million gallons per day ("MGD") arsenic treatment plant and
1.85 million gallons ("MG") of storage capacity. The water system has adequate storage and
well production to serve its existing customers and projected growth for a five-year planning
horizon. Figures PA, CB, AC and 3D provide a process schematic showing both the active and
inactive components of the water system.

Well Data

Active Drinking Water Wells



Well # ADWR No. Year
Drilled
(l9xx)

Casing
Size
(inches)

Well
Depth (ff)

Well
Meter
Size
(inches)

Pump
(HP)

PumP Yield
(GPM)

1 55-601829 N/A 6 180 6 N/A N/A
2 55-534237 1992 12 355 6 N/A N/A
4 55-601832' 1970 10 245 3 5 75

5 55-601833 1980 8 150 6 30 175
6 55-601830 1968 10 148 N/A N/A

N/A 55-2109082 2007 N/A 770 N/A N/A N/A

Number of treatment plant 1

Plant location At Well #8 & #9 site
Type Granular Fen'ic Media filtration

treatment capacity (normal operation condition) 2.2 million gallons per day ("MGD")
# of vessels in the plant 2

Diameter of vessel 14 ft
Year installed 2005

Arizona-American Water Company
Havasu Water District
Docket No. W-01303A-08-0227
Page 2

In active Well

Note: 1. When active this well was used for construction purposes
2. Aka the North Point Well

Arsenic Treatment Plant ("ATP")



Location Structure or equipment Capaci
North Point Well & Booster

Station Site
Booster Pumps Two 25-Hp

One 5-HP
One 50-HP
One 75-HP

Storage Tank One 750,000 gal
Pressure Tank Two 211 gal

Booster Station #3 Site Booster Pumps Two 25-HP
One 30-HP

Storage Tank One 125,000 gal

Pressure Tank One 5,000 gal

Booster Station #4 Site Booster Pumps Two 25-HP

Storage Tank One 125,000 gal

Pressure Tank One 10,000 gal

Well #8/Well #9 Site Booster Pumps Two 25-HP
Two 30-HP
Four 50-HP
One 75-HP

Storage Tank One 250,000 gal
One 500,000 gal

Pressure Tank One 10,000 gal
One 200 gal

Well #3/ Well #5 Site Booster Pumps Two 25-HP
One 30-HP

Storage Tank One 100,000 gal
Pressure Tank One 8,000 gal

Arizona-American Water Company
Havasu Water District
Docket No. W-01303A-08-0227
Page 3

Active Storage, Pumping



Diameter inches Material Length feet)
2 N/A 691
3 N/A 1,959
4 polyvinyl chloride ("PVC") 36,322
6 PVC 58,721
6 Ductile Iron pipe ("DIP") 5,611
8 PVC 28,812
8 DIP 1,346
10 PVC 519
12 N/A 469

Size (inches) Quantity

%x% 1,489
% 4
1 14

1% 110
2 23
3 4
4 6
6 1

Arizona-American Water Company
Havasu Water District
Docket No. W-01303A-08-0227
Page 4

Distribution Mains

Meters

c. ARIZONA DEPARTMENT OF ENVIORNMENTAL QUALITY ("ADEQ")
COMPLIANCE

Based on a memorandum dated January 31, 2008, ADEQ has determined that Havasu is
currently in compliance with its requirements. ADEQ also stated that it has determined that the
system is currently delivering water that meets water quality standards required by Arizona
Administrative Code, Title 18, Chapter 4

D. ARIZONA CORPORATION COMMISSION (¢cAccn) COMPLIANCE

A check with the Utilities Division Compliance Section showed no delinquent compliance items

E. ARIZONA DEPARTMENT OF WATER RESOURCES ("ADWR") COMPLIANCE

Havasu is not within any ADWR's Active Management Area ("AMA"). Staff received a
Compliance Status Report from ADWR for Havasu on June 20, 2008. In its report ADWR
stated that Havasu is in compliance with its requirements governing water providers



I

\ Phase II and V:

Monitoring - 4 wells
(Tests per 3 years, unless
noted.)

Cost
per test

No. of
tests per
three year
period

Total cost
per three
year
period

IAnnual Cost

Bacteriological - monthly $20 180 $3,600

PriorityInorganics
Pollutants

$300 MAP MAP

Radiochemical - (1/4 yr) $60 MAP MAP

$1,200

MAP

MAP

MAP

MAP I

MAP

MAP

Phase II and V:

i IOC's, SOC's, VOC's

Nitrites

Nitrates -.. annual

Asbestos - per 9 years

Lead & Copper - annual*

TTHM/HHAs - per 3 years"

$2,805 MAP MAP

$20 MAP MAP

$40 12 MAP

$180 2% MAP

$0 20 $0

$0 6 $0

.
I
I IOC's, SOC's, VOC's

Niuites

Nitrates -.. annual

Asbestos - per 9 years

Lead & Copper - annual*

TTHM/HHAs - per 3 years"
Maximum chlor ine  re s idua l

MAP

$0

$0

S00
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F. WATER TESTING EXPENSES

Havasu is subject to mandatory participation in the ADEQ Monitoring Assistance Program
("MAP"). Staff calculated the testing costs based on the following assunlptions:

M AP  w i l l  d o  ba se l i ne  t e s t i ng  on  e v e r y th i ng  e xc e p t  c oppe r ,  l e a d ,  ba c t e r i a  a nd
disinfection by-products.

ADEQ te s t ing  i s  pe r formed in  3 -y e ar  compl i ance  c y c l e s .  The re fore ,  moni tor ing
c os t s  a re  e s t imate d  for  a  3 -y e a r  c ompl i anc e  pe r i od  and  the n pre se nte d  a s  a  pro
forma expense  on an annual ized basi s .

A l l  mon i to r i ng  e xpe nse s  a r e  ba s e d  on  S t a f f s  be s t  k now l e d g e  o f  l a b  c os t s  a nd
methodology  and two point-of -entr ies.

T he  e s t i ma te d  wa te r  t e s t i ng  e xpe nse s  r e pr e se n t  a m i n i mu m c o s t  b a s e d  o n  n o
"h i t s"  o the r  than  l e ad  and  c oppe r ,  and  a s su me  c ompos i t i ng  of  we l l  s ampl e s .  I f
any  consti tuents were  found, then the  test ing costs would dramatical ly  increase .

T ab l e  1  shows  the  e s t i ma te d  annu a l  moni tor i ng  e xpe nse ,  a s su mi ng  pa r t i c i pa t i on  i n  the  MAP
prog ram.  Wate r  t e s t i ng  e xpe nse s  shou l d  be  ad j u s te d  to  the  annu a l  e xpe nse  amou nt  of  $5 ,2 9 5
shown in Tabl e  l .

Table 1 Water Testing Cost

4.

2.

3.

1.

$20 $0



levels
MAP fees (annual) $4,094.72
A1°scI1ic*& ** $0 60 so $0

Total $5,295

Arizona-American Water Company
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* The test will be done in the Company's Lab in Belleville..
** To comply with ADEQ requirement, the Company has to conduct quarterly arsenic testing at

each well site and ADEQ designed sampling points aka Points of Entry.

G. WATER USAGE

Figure 4 is a graph that shows water consumption data in gallons per day ("GPD") per customer
for the system for the test year period of January 2007 through December 2007.

1. Water Sold

Based on information provided by the Company, water use for the year 2007 is presented in
Figure 4. The high monthly water use was 878 gallons per day ("GPD") per connection in
March, and the low monthly water use was 292 GPD per connection in June. The average
annual use was 439 GPD per connection.

2. Lost Water

Lost water should be 10 percent or less and never more than 15 percent. It is important to be
able to reconcile the difference between water sold and the water produced by the source. A
water balance will allow a water company to identify water and revenue losses due to leakage,
tire fighting, and flushing. Lost water for Havasu was calculated to be 13.34 percent which
exceeds acceptable limits.

In Decision No. 67093, (issued on June 30, 2004) the Commission identified that Havasu had
water loss exceeding the 10 percent limit and ordered the Company to make necessary
corrections. On August 10, 2006, the Company docketed a statement stating that the water loss
issue had been resolved and declared that the Company was in compliance with Decision No.
67093. However, based on water use data in the Company's Annual Reports, Havasu had 21
percent water loss in 2004, 7.5 percent water loss in 2005 and 30 percent water loss in 2006.
Also, the Company failed to continue its water loss monitoring and provide a plan that outlines
the procedures, steps and time frames to achieve acceptable levels of loss water.

Staff recommends that the Company reduce its water loss to below 10 percent in Havasu by
December 31, 2009, or before it files its next rate increase application and/or CC&N application
and/or financing application whichever comes first. Staff further recommends that the Company
begin water loss monitoring and take action to ensure water loss remains less than 10 percent



Year Nos. of Customers
2002 1,248 Reported
2003 1,299 Reported
2004 1,422 Reported
2005 1,485 Reported
2006 1,507 Reported
2007 1,528 Reported
2008 1,674 Estimated
2009 1,744 Estimated
2010 1,815 Estimated
2011 1,885 Estimated
2012 1,955 Estimated

Arizona-American Water Company
Havasu Water District
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immediately. If the water loss for the twelve month period ending December 31, 2009, is greater
than 10 percent, the Company must come up with a plan to reduce water loss to less than 10
percent, or prepare a report containing a detailed analysis and explanation demonstrating why a
water loss reduction to 10 percent or less is not feasible or cost effective. Such a report shall be
docketed in thiscase.

H. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the
Company's annual reports, the number of customers increased from 1,248 at the end of 2002 to
1,528 by the end of 2007, with an average growth rate of 70 customers per year from 2002 to
2007. Based on the linear regression analysis, Staff estimates that the Company could have over
1,900 customers by the end of 2012. The following tables summarize Staff and the Company's
projected growth.

Table 3 Actual and Projected Growth

1. DEPRECIATION RATES

Decision No. 67093 approved the depreciation rates used by Havasu in this rate proceeding
except that the Company reorganized the authorized rates utilizing the National Association of
Regulatory Commissioners' ("NARUC") latest plant account matrix as presented in Figure 6.

The Company proposed a 25 percent depreciation rate for its heavy duty trucks but provided no
specific justification for this accelerated depreciation rate. Staff believes that a 15 percent
depreciation rate is more appropriate since heavy duty trucks usually have a useful life of at least
6 to 7 years.

Staff recommends the depreciation rates presented in Figure 6 by NARUC account.
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J. OTHERS

1. Serviee Line and Meter Installation Charges

The Company requested that meter and service line installation charges for all size meters be
determined on an individual case basis. Staff is recommending specific charges for meters
smaller than 3-inch and actual costs for 3-inch meters and larger. Staff recommends approval of
separate meter and service line installation charges as shown under the column headings "Staff
Recommended" in Table 4 for meter sizes smaller than 3-inches. Since the Company may at
times install meters on existing service lines, it would be appropriate for some customers to only
be charged for the meter installation. Therefore, separate service line and meter charges have
been developed by Staff which Staff recommends be adopted in this case.



Proposed
Charges

(Service line
installation)

Actual Cost Actual Cost $445 $255 $700 I
1

Proposed
Charge (meter
installation)

Staff
Recommendation
((Service Line)

Staff
Recommendation

(meter installation)

Staff
Recommendation

total charges

$370 $130

3/4-inch $370 $205

1-inch $420 $240

1 %-inch $450 $450

2-inch
(Turbo)

$580 $945

I

2-inch
Co fund

$580 $1,640

Current Charge
(Meter

installation)

$445 $155 $600Actual Cost Actual Cost

I$810

Actual Cost

Actual Cost Actual Cost $495 $315

Actual Cost Actual Cost $550 $525

Actual Cost Actual Cost $830 $1,045

Actual Cost Actual Cost Actual Cost Actual Cost

$1.075

$1,875

Actual Cost

$745 $1,420 Actual Cost Actual Cost Actual Cost Actual Cost) 3-inch
(Turbo)

$765 $2,195 Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost I

i
$1,090 $2,270 Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost

Actual Cost$1,120 $3,145 Actual Cost Actual Cost Actual Cost Actual Cost

$1,610 $4,425 Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost

$1,630 $6,120 Actual Cost Actual Cost Actual Cost Actual Cost

Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost

I

3-inch
Co fund

i
I

4-inch

(Turbo)
4-inch

(Compound)
6-inch

(Turbo)

0

6-inch
Co fund
Over 6-inch

Actual Cost

Actual Cost

Actual Cost

Arizona-American Water Company
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Table 4 Service Line and Meter Installation Charges

2. Curtailment Tars

The Company has an approved curtailment tariff on file with the Commission.

3. Cross Connection & Backflow Tars

The Company has an approved Cross Connection & Backflow Tariff.

4. The2.2MGDATP

The plant was installed in 2005. The ATP only treats ground water produced by Well No. 8 and
Well No. 9. The combined flow from these two wells is 600 GPM. The loading rate on media is
5 GPM/square foot under normal operation. Staff concludes that the one 14-foot diameter media
vessel or two 9-foot diameter media vessels would have provided adequate treatment capacity to
remove arsenic. The Company installed two 14-foot diameter media vessels instead, therefore,
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Staff recommends that cost of one 14-foot diameter vessel be removed Hom rate base.
estimates the cost of one 14-foot diameter vessel was to be $143,485

Staff

5. Well No. 4' and Well No. 5

Both wells have been disconnected and were not in-service at the time of Staff' s inspection

The Company did not provide any invoices of the costs of this vessel, Staff used information from Sun City West
to calculate its estimate. Total costs of four 12-foot diameter vessels in Sun City West Arsenic Treatment Plant #2
were $573,439. One fourth of $573,439 is $143,485. Similar Severn Trent systems were used in Havasu and Sun
City West

Well #4 was disconnected in 2006
Well #5 was disconnected in 2004
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FIGURES
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FIGURE 1

HAVASU WATER DIVISION CERTIFICATED AREA
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FIGURE 2

LOCATION OF HAVASU WATER DIVISION
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FIGURE PA

HAVASU WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE CB

HAVASU WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE AC

HAVASU WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE 3D

HAVASU WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE 4

HAVASU WATER DIVISION WATER USAGE
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FIGURE 5

GROWTH IN HAVASU WATER DIVISION

Actual & Projected Growth In Arizona American Water
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302 302000 Franchises 0 0 0

NARUC
Acct #

Company's
Account #.

Depreciable Plant Decision #
68310

Rate (%)
proposed

0 0 I301 301000 Organization 0

Staff
Recommended

Rate (%)

303! 303200
303300
303500
303600

Land & Land Rights
Land & Land Rights SS
Land & Land Rights P
Land & Land Right TD
Land & Land Right AG

0
0
0
0

0
0
0
0

0

304
304100
304200
304300
304400
304600
304800

Structures & Improvements
Structure & Improvement SS
Structure & Improvement P
Structures and Improvements WT
Structure & Improvement TD
Structure & Improvement office
Structure & Improvement Misc

2.79
0
0
0

2.03

2.58
0.00
0.00
0.00
2.58
0.00

305000 Collection & Impounding reservoirs 2.54 2.58

2.58
0.00
0.00
0.00
2.58
0.00
2.54305

307
310
311

320
320.1
320.4
320.2
330

330.1
330.2
331

333
334

335
336
339

307000 Wells & Springs 2.54 2.54 I2.54
310100 Power Generation Equip Other 5.12 3.83 3.83

2.10
2.10
2.10
2.10
2.00
2.00
2.00

311200
311300
311500

Pumping Equipment
Pump Equipment Electric
Pump Equipment Diesel
Pump Equipment Other

3.71
0.00
0.00

3.83
0.00
0.00

320100
N/A
N/A

Water Treatment Equipment
Water Treaiment Plant (Non-Media)
Water Treatment Plant (Media)
Chemical Solution Feeders
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N/A

12.00
N/A
N/A

33000
N/A
N/A
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Distribution Reservoirs & Standpipes
Storage Tank
Pressure Tank
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N/A
N / A

2.33
N/A
N/A

331001
331100
331200
331300

Transmission and Distribution
TD mains not classified by size
TD mains 4-inch & less
TD mains 6-inch to 8-inch
TD mains 10-inch to 16-inch
TD mains 18-inch and larger
Other Transmission and Distribution
Fire mains

2.10
N/A
N/A
N/A
N/A
N/A
N/A
N/A
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2.10
2.10
2.10
N/A
N/A
N/A

333000 Services 2.89 2.89 2.89

334100
334200

Meters
Meters
Meter installations
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3.52
3.52

I

3.52
3.52

335000 Hydrants 0.00 1.99 1.99
N/A Bacldlow Prevention Devices N/A N/A 6.67

Other Plant & Misc Equipment N/A
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0.00
0.00
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5.00
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2.33
2.33
5.00
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Havasu Water District
Docket No. W-01303A-08-0227
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FIGURE 6
DEPRECIATION RATES FOR WATER SYSTEMS -Havasu



339100
3392500

Other P/E Intangible
Other P/E SS

0
0

0
0

340
340100
340200

Office Furniture & Equipments
Office Furnime & Equipments

Computer & perish equipment
4 .10
4 .10

4.47
4.47

4.47
4.47

341
341100
341200

Transportation Equipment
Transportation Equip, Lt Duty Trucks
Transportation Equip, heavy Duty Tracks

25.00
25.00
25.00

20.00
15.00

342 342000 Store Equipments 3.93 3.93
343 343000 Tools Shop & Garage Equipments 7.55 4.49
344 344000 Lab equipments 3.06 3.06

3.93
4.49
3.06

345000 Power operated equipments 9.23 2.55 2.55

346100
346300

Communication Equipments
Communication Equip non-telephone
Communication Equip Other

4 .10
8.37
6.19

8.37
6.19

Miscellaneous Equipment 6.19 N/A 6.19

345
346

347

Arizona-American Water Company
Havasu Water District
Docket No. W-01303A-08-0227
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ENGINEERING REPORT FOR ARIZONA-AMERICAN WATER COMPANY, INC.,

MOHAVE WATER DISTRICT

BY DOROTHY HAINS
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1

Engineering Report
For Arizona-American Water
Company's Mohave Water District
Docket No. W-01303A-08-0227
(Rate Increase Application)

1 By Dorothy Hains

January 9, 2009

EXECUTIVE SUMMARY

Recommendations :

Staff recommends the depreciation rates for Arizona American Company's Mohave
Water District ("Mohave Water District") presented in Figure 6 by National Association
of Regulatory Commissioners' ("NARUC") account. (See iI of report for discussion and
details.)

11. Staff recommends the adoption of the Company and Staff recommended service line and
meter installation charges and total charges. (See kJ of report for discussion and details.)

111. Staff recommends that the Company reduce its water loss to 10 percent or less in the
Bullhead City System by December 31, 2010, or before it files its next rate increase
application and/or CC&N application and/or financing application, whichever comes
first. Staff further recommends that the Company begin water loss monitoring and take
action to ensure water loss is reduced to 10 percent or less immediately. If the water loss
for a twelve month period prior to December 31, 2010 is greater than 10 percent, the
Company must come up with a plan to reduce water loss to 10 percent or less, or prepare
a report containing a detailed analysis and explanation demonstrating why a water loss
reduction to 10 percent or less is not feasible or cost effective. Such a report shall be
docketed in this case. (See kG of report for discussion and details.)

Staff recommends that the Company file by August 31, 2009, as a compliance item in
this same docket, a copy of the Approval of Construction, issued by ADEQ or its
authorized agency, indicating that the new well with a minimum production of 190 GPM
interconnected to Desert Foothills is complete and in service. (See CB of report for
discussion and details.)

1.

v.

IV.

Staff considers the reported water testing expenses and the estimated water testing costs of
$17,107 for the Mohave Water District reasonable. (See oF of report for discussion and
details.)



Conclusions

Arizona Department of Environmental Quality ("ADEQ") stated that it has determined that
the Mohave Water  Dist r ict  systems and the Bermuda  Water  system are cur rent ly
delivering water that meet water quality standards required by Arizona Administrative
Code, Title 18, Chapter 4. (See aC for a discussion and details.)

II Mohave Water District is not within any Active Management Area. Arizona Department
of Water Resource ("ADWR") stated that all water systems in the Mohave Water are in
compliance with its requirements governing water providers. (See bE of repor t  for
discussion and details.)

111. Mohave Water District has an approved cross connection tariff
discussion and details.)

(See kJ of report for

Iv. All systems except Desert Foothills System in Mohave Water District have adequate
production and storage capacity to serve existing customers. (See CB of report for discussion
and details.)

Mohave Water District has an approved curtailment tariff (See kJ of report for discussion
and details.)

VI. The post test year plant, 0.25 MG Big Bend Acres storage tank, was not in service during
Staffs inspection. (See kJ ofrepoit for discussion and details.)

VII. A check with the Utilities Division Compliance Section showed Mohave Water has no
outstanding compliance issues. (See aD of report for discussion and details.)
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Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump
(HP)

Pump
Yield

(GPM)

Location

24-1 55-506309 1983 16 515 6 250 1,400 2599 Black Mtn Rd,
Bullhead City

16-3 55-509446 1985 14 602 12 75 5 0 0 1874 Arena Dr.,
Bullhead City

B B A - 2 55-519149 1987 18 2 8 0 10 100 2,100 2264 Kaibab Dr.,
Bullhead City

16-2 55-603472 1975 12-10 610 8 75 6 0 0 1742 An*iba Dr.,
Bullhead City

16-1 55-603473 1970 14-16 4 0 0 8 2 0 0 2,150 1742 Mesa Vista
Dr.., Bullhead City

BHC-5 55-603477 1975 12 4 5 0 6 4 0 3 5 0 2495 E 2nd Ave.,
Bullhead City

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 1

A. LOCATION OF COMPANY

Arizona American - Mohave Water District ("Mohave Water District" or "Company") serves
over 15,800 customers in the Bullhead City area and other unincorporated areas in Mohave
County. Figure 1 describes the location of the Company within Mohave County, and Figure 2
describes the CC&N area of Mohave Water District.

B. DESCRIPTION OF THE WATER SYSTEM

T he  p l a n t  f a c i l i t i e s  w e r e  v i s i t e d  on  S e p t e mbe r  3 0  a nd  O c tobe r  7 ,  2 0 0 8 ,  by  Dor o thy  H a i ns ,
U t i l i t i e s  E ng i ne e r ,  a c c om pa n i e d  by  C om pa ny  r e p r e s e n t a t i v e ,  D a v i d  E v a ns  ( t h e  C om pa ny ' s
Operation Superintendent) .

System Analysis

During the test year, the Mohave Water District operated six separate systems.
description of each system is presented below :

A detailed

<1) Bullhead City System (PWS #08-032)

The  Bu l lhead  C i ty  Sy stem cons i s ts  of  s i x  dr inddng  wate r  we l l s  tha t  a re  c apabl e  of  produc ing  a
tota l  f low of  7 ,100  ga l lons per  minute  ("GPM") and storage  capac i ty  tota l ing  5 .7  mi l l ion ga l lons
( " M G " ) . T he  w a t e r  s y s t e m ha s  a d e q u a t e  s t o r a g e  a nd  w e l l  p r od u c t i on  t o  s e r v e  i t s  e x i s t i ng
c u s tome r s  and  pro j e c t e d  g rowth  f o r  a  f i v e - y e a r  p l ann i ng  hor i z on . F i g u r e s  P A  t h r ou g h  3 D
prov i de  a  p roc e s s  s c he ma t i c  show i ng  both  the  a c t i v e  and  i nac t i v e  c ompone nt s  o f  th i s  wa te r
sy s te m.

Well Data (Bullhead City System)

Active Drinking Water Wells



Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

BBH-1 55-603415 N/A 16 200 6 25 112 2264 Kaibab Dr.,
Bullhead City

55-603474 1959 16 101 6 18 450 N/A
55-603476 1961 8 115 N/A N/A 250 N/A
55-603478 N/A 12 157 3 8 83 N/A
55-603479 N/A 12 580 6 20 220 N/A

Location Structure or equipment Capacity
Big Bend Acres Well Site (2264

Kaibab Dr., Bullhead City)
Booster Pumps Three 50-HP

Storage Tanks One 125,000 gal
Mohave Drive Booster Pump Station

Site
Booster Pumps One 50-HP

One 2-HP
One 1%-HP

Pressure Tanks One 5,000 gal

Desert Glen Booster Pump Station Site Booster Pumps One 100-HP
Two 15-HP

Storage Tanks One 200,000 gal

Pressure Tanks One 3,000 gal

Mountain View Booster Pump Station
Site

Booster Pumps Two 20-HP

Pressure Tanks One 70 gal

Upper Zone Tank Site Storage Tanks One 123,000 gal

Well 24-1 Site (2599 Black MM Rd,
Bullhead City)

Booster Pumps Three 100-HP

Storage Tanks One 1,000,000 gal

Silver Creek Tank Site (3002 Silver
Creek Rd)

Storage Tanks One 300,000 gal

Laurado Tank Site Storage Tanks One 250,000 gal
One 750,000 gal

Well 16-1 Site (1742 Mesa Vista DL.,
Bullhead city)

Booster Pumps one15-HP

Storage Tanks One 500,000 gal
One 1,000,000 gal

Well 16-2 Site (1742 Arriba Dr.,
Bullhead City)

Booster Pumps One 100-HP

Storage Tanks One 424,000 gal
One 1,000,000 gal

Pressure Tanks One 10,000 gal

Arizona-American Water Company
Mohave Water Division
Docket No. w-01303A-08-0227
Page 2

Inactive Wells

Active Storage, Pumping



Riverview Mall Booster Pump Station
Site (2350 Miriacle Mile Dr.)

Booster Pumps Two 15-HP
One 50-HP

Storage Tanks One 35,000 gal

Pressure Tanks One 3,000 gal

Diameter (inches Material Length (feet)
2 N/A 12,802
3 N/A 78,303
4 PVC 220,186
6 PVC 413,959
8 PVC 174,546

10 PVC 2,558
12 PVC 91,251
16 Various 3,823
18 Various 1,443

Size (inches) Quantity

%x% 12,465
M 3
1 288

1% 1,438
2 414
3 24
4 7
6 6

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 3

Distribution Mains

Meters

(2) Camp Mohave System (PWS #08-037)

The Camp Mohave System consists of one drinking water well that is capable of producing a
total flow of 200 GPM and storage capacity totaling 250,000 gallons. The water system has
adequate storage and well production to serve its existing customers and projected growth for a
five-year planning horizon. Figure BE provides a process schematic showing both the active and
inactive components of the water system.

i



Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(to

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

55-559559 1996 8 312 4 20 200 1360 E Camp
Mohave Rd,

Bullhead city

Well # ADWR No. Year
Drilled
( I9xx)

Casing
Size

(inches)

Well
Depth

(to

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

55-603416 1995 8 200 N/A N/A 55 1360 E Camp
Mohave Rd,

Bullhead city

Location Structure or equipment Capacity
Well Site (1360 E Camp Mohave Ra, Bullhead

ci ty)
Booster Pumps Two 40-HP

One 15-HP
Storage Tanks One 250,000 gal
Pressure Tanks One 5,000 gal

Diameter (inches) Material Length (feet)
4 N/A 6, 569
6 N/A 1,828
8 N/A 2, 309

10 N/A 4, 080

Size (inches) Quant i t y

%x% 9 9
% 3
1 9
2 12

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 4

Well Data (Camp Mohave System)

Active Drinking Water Well

Inactive Well

Active Storage, Pumping

Distribution Mains

Meters



Well # ADWR No. Year
Drilled

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

1 55-586016 2001 8 290 2 7% 29 N/A

2 55-200219 2004 6 750 6 60 370 N/A

Location Structure or equipment Capacity
N/A Booster Pumps Four 40--HP

Storage Tanks One 300,000 gal
Pressure Tanks One 190 gal

Diameter (inches) Material Length (feet)
6 N/A 1,219
8 N/A 28,879

10 N/A 4,368

Size (inches) Quantity

%x% 2
2 2

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 5

(3) Arizona Gateway System (PWS #08-163)

The Arizona Gateway System consists of two drinking water wells that are capable of producing
a total flow of 399 GPM and storage capacity totaling 300,000 gallons. The water system has
adequate storage and well production to serve its existing customers and projected growth for a
five-year planning horizon. Figure BE provides a process schematic showing both the active and
inactive components of the water system

Well Data (AZ Gateway System)

Active Drinking Water Wells

Active Storage, Pumping

Distribution Mains

Meters

(4) Lake Mohave System (PWS #08-062)

The Lake Mohave System consists of two drinldng water wells that are capable of producing a
total How of 300 GPM and storage capacity totaling 223,000 gallons. The water system has
adequate storage and well production to serve its existing customers and projected growth for a
five-year planning horizon. Figure OF provides a process schematic showing both the active and
inactive components of the water system



Well # ADWR No. Ye Ar
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump
(HP)

Pump
Yield

(GPM)

Location

55-556101 1996 8 505 3 20 150 3000 Locust Dr.
,Bullhead City

55-603417 1973 10 500 3 20 150 3000 Locust Dr.
,Bullhead City

Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(11)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

55-548414 1995 24 760 N/A N/A 500 Tamarack Dr. &
Locust Dr.,

Bullhead City

Location Structure or equipment Capacity
Well Site (3000 Locust Dr. ,Bullhead

cit)
Booster Pumps Two 20-HP

Storage Tanks One 100,000 gal
Pressure Tanks One 1,000 gal

Upper Booster Pump Station Site Booster Pumps Two 5-HP

Pressure Tanks One 3,000 gal

Pegasus Ranch Booster Pump Station
Site (Tamarack Dr. & Locust Dr.,

Bullhead City)

Booster Pumps Two 25-HP
One 7%- HP

Pressure TaI1ks One 1,000 gal

Storage Tanks One 123,000 gal

Pressure Tanks One 10,000 gal

Diameter (inches) Material Length (feet)
2 N/A 451
3 N/A 169
4 N/A 10,298
6 N/A 9,388
8 N/A 5,474

Arizona-American Water Company
Mohave Water Division
Docket No. W_01303A-08-0227
Page 6

Well Data (Lake Mohave System)

Active Drinldng Water Wells

Inactive Well

Active Storage, Pumping

Distribution Mains



Size (inches) Quantity

%x% 271
% 1

1 3

Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

55-557919 1996 12 1,073 6 100 600 29010 Desert Vista
Dr., Bullhead City

Well # ADWR No . Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

55-551125 1995 5 1,212 N/A 10 25 29010 Desert Vista
Dr., Bullhead City

Arizona-American Water Company
Mohave Water Division
Docket No. W-0 I303A-08-0227
Page 7

Meters

(5) Desert Foothills System (PWS #08-137)

The Desert Foothills System ("Desert Foothills") consists of one drinking water well that is
capable of producing a total flow of 600 GPM and storage capacity totaling 1,000,000 gallons.
The water system does not have adequate well production to serve its existing customers.
However, based on the Response to Staff Data Request No. DH-16.5, Laughlin Ranch a
Developer will contribute a well with 190 GPM which will be connected to the Desert Foothills
soon. Once this well and interconnection is complete the Desert Foothills will have adequate
well production to serve its existing customers and projected growth for a five-year planning
horizon. Staff recommends that the Company tile by August 31, 2009, as a compliance item in
this same docket, a copy of the Approval of Construction, issued by ADEQ or its authorized
agency, indicating that the new well with a minimum production of 190 GPM interconnected to
Desert Foothills is complete and in service. Figure KG provides a process schematic showing
both the active and inactive components of the water system.

Well Data (Desert Foothills System)

Active Drinking Water Wells

Inactive Well



Location Structure or equipment Capaci
Well Site (29010 Desert Vista Dr., Bullhead

city)

Booster Pumps Three 15-HP
One 25-HP

Storage Tank s Two 500,000 gal
Pressure Tanks One 5,000 gal

Terrances Booster Pump Station Site
(11046 Desert Canyon Dr., Bullhead

City)

Booster Pumps two 10-HP
One 40-HP

Pressure Tanks One 5,000 gal

Diameter (inches) Material Length feet
6 N/A 10,167
8 N/A 42,422
10 N/A 1,998
12 N/A 6,599

Size (inches) Quantity

%x 8A 1,034
% 2
1 4
2 5

Size (inches) Quantity

%x% 119
1 1

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 8

Active Storage, Pumping

Distribution Mains

Meters

(6) Rio Vista System (PWS #08-333)

The Rio Vista System is a consecutive water system with water purchased from the Bermuda
Water Company (PWS #08-063).

Plant Data (Rio Vista System)

Meters



Monitoring - 6 wells
(Tests per 3 years, unless
noted.)

Cost per test
No. of tests
per three
year period

Total cost
per three
year period

Annual Cost

l Bacteriological monthly $20 1,440 $28,800 $9,600

Customer requested back $201 0 0 $132

0 0 0Customer requested HPC

Inorganics - Priority
Pollutants

(1/3 yr)Radiochemical
Gross Alpha

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 9

c. ARIZONA
COMPLIANCE

DEPARTMENT OF ENVIORNMENTAL QUALITY ("ADEQ")

ADEQ has determined that all systems in Mohave Water District are currently in full compliance
with its requirements.1 ADEQ also determined that Bermuda Water Company is currently in full
compliance with its requirements ADEQ further stated that the Mohave Water District systems
and the Bermuda Water system are currently delivering water that meet water quality standards
required by Arizona Administrative Code, Title 18, Chapter 4.

D. ARIZONA CORPORATION COMMISSION (SGACC79) COMPLIANCE

A check with the Utilities Division Compliance Section showed no delinquent compliance items.

E . ARIZONA DEPARTMENT OF WATER RESOURCES (¢sADwR») COMPLIANCE

The Mohave Water Distr ict is not in an ADWR Active Management Area ("AMA"). Staff
received a Compliance Status Report from ADWR for all systems in the Mohave Water District.3
In its reports ADWR stated that all water systems in the Mohave Water are in compliance with
its requirements governing water providers.

F. WATER TESTING EXPENSES

(1) Bullhead City System

The Company's estimated annual water testing expense for the Bullhead City System (PWS #08-
032) is $11,087. Staff concludes that this estimate is reasonable. Therefore, Staff recommends
water testing expenses be adjusted for purposes of this rate case to the Company's estimated
annual expense amount of $11,087. (See Table 1 below.)

Table I Water Testing Cost (Bullhead City System - PWS #08-032)

1 ADEQ correspondence dated April 9, 2008.
2 ADEQ correspondence dated February 12, 2008.
3 ADWR correspondence dated August 13, 2008 and October 20, 2008.



Uranium
Radium 228
Radium 226»

I

$60
$165
$110
$75

6
6
6
6

$360
$990
$660
$450

$120
$330
$220
$150

i Phase II and V:

6

12

6

$500 4 $2,000 $667

6

Asbestos - per 9 years*
i

6

g Lead & Copper -Triennial* 30
I

TTHM/I-IHAs-annual* 18
Mandmum chlorine residual
levels

$11,087

IOC's*

SOC's*

VOC's*

Dioxin

1 Nitrites* per 9 yrs

| Nitrates - annual*

MAP fees (annual)

Arsenic*, **

Total

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 10

* Assumes testing will be done in the Company's Lab in Belleville.
** To comply with ADEQ requirement, the Company has to conduct quarterly arsenic testing at

each well site and ADEQ designed sampling points aka Points Of Entry.

(2) Camp Mohave System, Lake Mohave System and Desert Foothills System

All three systems, the Camp Mohave System (PWS #08-037), the Lake Mohave System (PWS
#08-062), and the Desert Foothills System (PWS #08-137) are subject to mandatory participation
in the ADEQ Monitoring Assistance Program ("MAP"). The estimated annual test costs were
based on combined systems. Staff calculated the testing costs based on the following
assumptions:

1. MAP will do baseline testing on everything except copper, lead, bacteria and
disinfection by-products.

ADEQ testing is performed in 3-year compliance cycles. Therefore, monitoring
costs are estimated for a 3-year compliance period and then presented as a pro
forma expense on an annualized basis.

2.

3 . The estimated water testing expenses represent a minimum cost based on no
"hits" other than lead and copper, and assume compositing of well samples. If
any constituents were found, then the testing costs would dramatically increase.



Annual Cost

037

Cost
per
test

($)

No. of tests per
three year period

Total cost per three
year period

062 137 Total

MAP

MAP

I
PWS # 08-xxx 037 062 137 037 062 137

Bacteriological -
monthly

20 36 36 108 720 720 2,160 240 240 720

Inorganics - Priority
Pollutants

300 MAP MAP MAP MAP MAP MAP

Radiochemical - (l/4 yr) 60 MAP MAP MAP MAP MAP MAP

I Phase II and V:

IOC's*, SOC's*,
VOC's*

2,805
6 MAP MAP MAP MAP MAP MAP

Nitnltes* 20 6 MAP MAP MAP MAP MAP MAP

1,200

MAP

MAP

MAP

MAP

MAP

0

0

Nitrates .-- annual*

Asbestos - per 9 years*

Lead & Copper --
Triennial*
TTHM/HHAs -- per 3
years*
Maximum chlorine
residual levels
MAP fees (annual)

I Total

40 3 12 3 MAP MAP MAP MAP MAP MAP

180 1 2% 1 MAP MAP MAP MAP MAP MAP

0 15 30 30 0 0 0 0 0 0

0 3 1 1 0 0 0 0 0 0

0 36 36 36 0 0 0 0 0 0 0

501.85 954.13 2,884.25 44340.28

5,540.28741.85 14194.48 3,604.25

Arizona-American Water Company
Mohave Water Division
Docket No. W-0I303A-08-0227
Page 11

Table 2 shows the estimated annual monitoring expense, based on participation in the MAP
program. Water testing expenses should be adjusted to the annual expense amount of $5,540
shown in Table 2.

Table 2 Water Testing Cost (Camp Mohave (PWS #08-037), Lake Mohave (PWS #08-062)
& Desert Foothills (PWS #08-l37))

NOtes: Notes:
* The test will be done in the Company's Lab in Belleville.

(3) Arizona Gateway System & Rio Vista System

Because the Arizona Gateway System (PWS #08-163) is a semi-public system and the Rio Vista
System (PWS #08-333) is a consecutive water system, both systems are exempt from
participating in the MAP program. The Company only monitors biological bacteria for these
two systems. The Company's estimated annual water testing expenses for Arizona Gateway
System and Rio Vista System are $480. Staff concludes that this estimate is reasonable.
Therefore, Staff recommends water testing expenses be adjusted for purposes of this rate case to
the Company's estimated annual expense amount of $480. (See Table 3 below.)



Cost per
test ($)

Total cost per three
year period

No. of tests per
three year period

Annual Cost
Total cost per three

year period

037 062 037 062 TotalPWS # 08-xxxI.
I

333 163

y Bacteriological .-
monthly

20 36 36 720 720 240 240 480

0 0 0 0 0 0 0 0

0 0 0 0 0 0 0 0

0 0 0 0 0 0

N/AN/A N/A

480

Lead & Copper -
Triennial*
TTHM/HHAs - per 3
years*
Maximum chlorine
residual levels
MAP fees (annual)

Total

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
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Table 3 Water Testing Cost (Arizona Gateway (PWS #08-163) & Rio Vista (PWS #08-333))

i

I

Notes: Notes:
* The test will be done in the Company's Lab in Belleville.

The total estimated annual water quality testing costs for the Mohave Water District is $17,107.

G. WATER USAGE

Figures 4A through 4F are graphs that show water consumption data in gallons per day ("GPD")
per customer for Mohave System, Camp Mohave System, Lake Mohave System, Desert
Foothills System, Arizona Gateway System and Rio Vista System for the test year period of
January 2007 through December 2007.

1. Water Sold

Based on information provided by the Mohave Water District, water use for the test year is
presented in the Table below and in Figure 4.



System Name Bullhead
City

Camp
Mohave

Lake
Mohave

Desert
Foothills

Arizona
Gateway

Rio Vista

High usage
month

July 2007 July 2007 September
2007

September
2007

December 2007 November 2007

Average dai ly
flow in high
usage month
(in GPD)

447 951 364 826 14,403 501

Low usage
month

January
2007

January
2007

February
2007

February
2007

March
2007

December
2007

Average daily
flow in low
usage month
(in GPD)

296 411 210 443 2,718 227

Annual
average daily
flow (in GPD)

356 754 294 622 5,795 387

System
Name

Bullhead
City

Camp
Mohave

Lake
Mohave

Desert
Foothills

Arizona
Gateway

Rio Vista

Water
Loss (%)

14.39 2.52 1.42 7.55 2.19 0.00

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 13

2. Lost Water

Lost water should be 10 percent or less and never more than 15 percent. It is important to be
able to reconcile the difference between water sold and the water produced by the source. A
water balance will allow a water company to identify water and revenue losses due to leakage,
fire righting, and flushing. Lost water percentages for each system in the Mohave Water District
are listed in the Table below:

Lost water for all systems except Bullhead city System in the Mohave Water District were
within acceptable limits during the test year. Lost water for Bullhead City System was
calculated to be 14.39 percent which exceeds acceptable limits.

Staff recommends that the Company reduce its water loss to 10 percent or less in the Bullhead
City System by December 31, 2010, or before it files its next rate increase application and/or
CC&N application and/or financing application, whichever comes first. Staff further
recommends that the Company begin water loss monitoring and take action to ensure water loss
is reduced to 10 percent or less immediately. If the water loss for a twelve month period prior to
December 31, 2010, is greater than 10 percent, the Company must come up with a plan to reduce
water loss to 10 percent or less, or prepare a report containing a detailed analysis and explanation
demonstrating why a water loss reduction to 10 percent or less is not feasible or cost effective.
Such a report shall be docketed in this case.



Year Nos. of Customers
2002 13,637 Reported
2003 13,716 Reported
2004 14,495 Reported
2005 15,427 Reported
2006 16,013 RedoNed
2007 15,822 Reported
2008 16,726 Estimated
2009 17,262 Estimated
2010 17,798 Estimated
2011 18,333 Estimated
2012 18,869 Estimated

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A~08-0227
Page 14

H. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the
Company's annual reports. The number of customers increased from 13,637 at the end of 2002
to 15,822 by the end of 2007, with an average growth rate of 535 customers per year from 2002
to 2007. Based on the linear regression analysis, Staff estimates that the Company could have
over 18,800 customers by the end of 2012. The following table summarizes Staffs projected
growth.

Table 4 Actual and Projected Growth

1. DEPRECIATION RATES

Decision No. 67093 (dated June 30, 2004) approved the depreciation rates used by Mohave
Water District in this rate proceeding except that the Company reorganized the authorized rates
utilizing the National Association of Regulatory Commissioners' ("NARUC") latest plant
account matrix as presented in Figure 6.

The Company proposed a 25 percent depreciation rate for its heavy duty trucks but provided no
specific justification for this accelerated depreciation rate. Staff believes that a 15 percent
depreciation rate is more appropriate since heavy duty trucks usually have a useful life of at least
6 to 7 years.

Staff recommends the depreciationrates presented in Figure 6 by NARUC account.

J. OTHER ISSUES

1. Service Line and Meter Installation Charges

The Company proposes maintaining its current meter and service line installation charges that
are within Staffs experience of what are reasonable and customary charges. Staff does not
object to the Company's proposal. Staff recommends continued use of the existing service line



Meter Size Current
Meter

Charges

Current service
Line Installation

Charge

Staff
Recommended

(meter installation
charge)

Staff
Recommended
(Service Line

installation charge)

Staff
Recommended

total charges
I

E/8 x 3/4-1n¢H $370$130 $370 $130

3/4-inch $205 $370 $205 $370

1-inch

1%-inch

$240 $420 $z40 $420

$450 $450 $450 $450

2-inch
(Turbo)
2-inch

(Compound)

$945 $580 $945 $580

$1,640 $580 $1,640 $580

) 3-inch
(Turbo)

$1,420 $745 $1,420 $745

$500 8

$900

i
I$1,975

$2,660 I
I

$3,360

$575

$660

$2,220

$2,165

I
3 -inch

(Compound)
$2,195 $465 $2,195 $465

$2,270 $1,090 $2,270 $1,090

$3,145 $1,120 $3,145 $1,120

$4,425 $1,610 $4,425 $1,610

$6,120 $1,630 $6,120 $1,630

4-inch
(Turbo)

0

4-inch
(Co fund)

6-inch
(Turbo)

I

!
I

6-inch
(Co fund)
Over 6-inch

$4,265

$6,035

$7,750

Actual Cost Actual Cost Actual Cost

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 15

and meter installation charges as listed under the columns labeled "Staff Recommended" in
Table 5 below.

Table 5 Service Line and Meter Installation Charges (Mohave Water District)

2. Curtailment Tars

The Company has an approved Curtailment Tariff.

3. Cross Connection & Baekflow Tars

The Company has an approved Cross Connection & Backflow Tariff



Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A~08-0227
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4. Post Test Year Plant

(a) The 0.25 MG Storage Tank

The Company has requested that a 0.25 MG storage tank (also called Big Bend Acres Tank) be
included in rate base. Construction of this storage tank was not complete and it was not in-
service at the time of Staffs inspection.4

"ADEQ issued a Partial Engineer's Certificate of Completion for this project on November 26, 2008.



Arizona-American Water Company
Mohave Water Division
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FIGURES
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FIGURE 1

LOCATION OF MOHAVE WATER DISTRICT
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FIGURE 2

MOHAVE WATER DISTRICT CERTIFICATED AREA



Arizona American Water Co. Mohave Water District 10-21-08

Bullhead City System (PWS #08-032)
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FIGURE PA

MOHAVE WATER DISTRICT SYSTEMATIC DIAGRAM
FOR EXISTING SYSTEMS (BULLHEAD CITY SYSTEM)
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Bullhead city System (pos #08-03z)
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FIGURE CB

MOHAVE WATER DISTRICT SYSTEMATIC DIAGRAM (BULLHEAD CITY
SYSTEM)
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Bullhead city System (pos #08-032)

inx.0
Ec...m
o

4
uu

'a
.-1

> \D._.

E
3

>

on
D

-8'
.5§m
ah
ET'8.=3
o n

8
8
»-
o~
»-

>

m
8;
g
ea
:

U

g

3 ;
, , _voI s a

8119
9
:=
Q.

Big Bend Acres Well SiteBig Bend Acres Well #2 (DWR #4 55-519149)

drilled in 1987, 280' well depth, 2,100 rpm, 18"

casing 100-HP

I
I W

125,000 gallon
Storage tank

(24 ' -H) ®®T'
Cl2injection

Two pump control
valves

Three 50-HP booster pumps

I
I

Big Bend Acres Well #1 (DWR # 55-60M76)

dr i l le d i n 1 9 6 1 ,  l l ' well depth, 250 rpm, 8"
casing, (Well is disconnected & abandoned.)

I I
1 I

v
, Mohave Dr. Booster Pump

Station Site

I

I
I

5,000 gal
pressure tank >0One 50~HP, one 2-HP & one 1%-HP

booster pumps

Desert Glen Booster Pump
Station Site

>

*®»
200,000 gal

Storage tank
(24 ' -H)

Reservoir filling
valve

I
I

I I»< 3,000 gal
pressure tank /

Two 15-HP & one 100-HP booster
pumps

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
Page 22

FIGURE AC

MOHAVE WATER DISTRICT SYSTEMATIC DIAGRAM (BULLHEAD CITY
SYSTEM)
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Bullhead City System (PWS #08-032)
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FIGURE 3D

MOHAVE WATER DISTRICT SYSTEMATIC DIAGRAM (BULLHEAD CITY
SYSTEM)
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FIGURE BE

MOI-IAVE WATER DISTRICT SYSTEMATIC DIAGRAM (CAMP MOHAVE SYSTEM
& ARIZONA GATEWAY SYSTEM)
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Desert Foothills System (PWS #08-IJ7)
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FIGURE OF

MOHAVE WATER DISTRICT SYSTEMATIC DIAGRAM (DESERT FOOTHILLS
SYSTEM & RIO VISTA SYSTEM)
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Lice Mohave System (PWS #08-062)
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FIGURE KG

MOHAVE WATER DISTRICT SYSTEMATIC DIAGRAM (LAKE MOHAVE SYSTEM)



Arizona American Water Co. Mohave Water District
(Mohave System PWS #08 032) Water Usage

During Test Year (Jan 2007 Dec 2007)
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FIGURE 4A

MOHAVE WATER DISTRICT WATER USAGE (BULLHEAD CITY SYSTEM)
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FIGURE 4B

MOHAVE WATER DISTRICT WATER USAGE (CAMP MOHAVE SYSTEM)



Arizona American Water Co. Mohave Water District
(Lake Mohave System PWS #08-062) Water Usage

During Test Year (Jan 2007 - Dec 2007)
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FIGURE 4C

MOHAVE WATER DISTRICT WATER USAGE (LAKE MOHAVE SYSTEM)



Arizona American Water Co. Mohave Water District
(Desert Foothills System PWS #08-137) Water Usage

During Test Year (Jan 2007 Dec 2007)
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FIGURE 4D

MOHAVE WATER DISTRICT WATER USAGE (DESERT FOOTHILLS SYSTEM)



Arizona American Water Co. Mohave Water District
(Az Gateway System PWS #08-163) Water Usage

During Test Year (Jan 2007 - Dec 2007)
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FIGURE 4E

MOHAVE WATER DISTRICT WATER USAGE (ARIZONA GATEWAY SYSTEM)



Arizona American Water Co. Mohave Water District
(Rio Vista System PWS #08 333) Water Usage

During Test Year (Jan 2007 Dec 2007)
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FIGURE 4F

MOHAVE WATER DISTRICT WATER USAGE (RIO VISTA SYSTEM)



Actual & Projected Growth In Arizona American Water
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FIGURE 5

GROWTH IN MOHAVE WATER DISTRICT



Company's
Account #.

l NAESUC
Acct # r

Staff
Recomme
need Rate

(%)

Rate (%)
Sun City

West Water
proposed 3

Depreciable Plant Decision
#69440

301 Organization 0 0 0
302 302000 Franchises 0 0 0
303

303200
303300
303500
303600

Land & Land Rights
Land & Land Rights SS
Land & Land Rights P
Land & Land Right TD
Land & Land Right AG

0
0
0
0

0
0
0
0

0

304
304100
304200
304300
304400
304510

304600
304700

304800

Structures & Improvements
Structure & Improvement SS
Structure & Improvement P
Structures and Improvements WT
Structure & Improvement TD
Structure & Improvement AG Cap
Lease
Structure & Improvement office
Structure & Improvement Store, Shop,
Garage
Structure & Improvement Misc

2.83
2.39
2.50
1.81

4.63
2.03

4.63
0.00

2.83
2.39
2.50
1.81

4.63
2.03

4.63
0.00

2.83
2.39
2.50
1.81

4.63
2.03

4.63
0.00
2.54
2.70

I 305 305000 Collection & Impounding reservoirs 2.54 2.54
307 307000 Wells & Springs 2.70 2.70

2.54

5.00310

311200
311300
311500

Pumping Equipment
Pump Equipment Electric
Pump Equipment Diesel
Pump Equipment Other

5.12
N/A
N/A

5.12
0.00
0.00

5.12
5.00
5.00

320100

N/A

Water Treatment
Water Treatment Equipment Non-
Media
Chemical Solution Feeders

12.00
N/A

12.00
N/A

5.00
5.00

33000
N/A
N/A

Distribution Reservoirs &
Standpipes

Distribution Reservoirs & Standpipes
Storage Tank
Pressure Tank

1 .81
N/A
N/A

1 .81
N/A
N/A

331001
331100
331200
331300

332000

Transmission and Distribution
TD mains not classified by size
TD mains 4-inch & less
TD mains 6-inch to 8-inch
TD mains 10-inch to 16-inch
TD mains 18-inch and larger
Fire Mains

2.61
2.61
2.61
2.61
N/A
N/A

2.61
2.61
2.61
2.61
N/A
N/A

333000 Services 5.41 5.41 2.89
Meters

310100 Power Generation Equip Other N/A 0.00
311

320

320.3
330

330.1
330.2
331

333
334

1.81
1.81
5.00

1.53
1.53
1.53
1.53
2.00
2.00

Arizona-American Water Company
Mohave Water Division
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FIGURE 6
DEPRECIATION RATES FOR WATER SYSTEMS (Mohave Water District)



335

6.53
6.53

6.53
6.53

6.53
6.53

1.99 1.99 1.99335

339

335000 Hydrants

Meters
Meter installations

N/A Bacldlow Prevention Devices N/A N/A 6.67

339100
339500

Other Plant & Misc Equipment
Other P/E Intangible
Other P/E SS

N/A
0
0

0
0

340
340100
340200
340300 1

Office Furniture & Equipments
Computer & perish equipment
Co user software

4.04
4.04

37.71

4.04
4.04
37.71

4.04
15.59

25

22.00

15.00

341
341100
341200

Transportation Equipment
Transportation Equip, Lt Duty Trucks
Transportation Equip, heavy Duty
Tracks

25.00

N/A

25.00

25.00
342 342000 Store Equipments 3.93 3.93 3.93
343 343000 Tools Shop & Garage Equipments 11.70 11.70 4.49
344 344000 Lab equipments 3.30 3.30 10.00

4.64345 345000 Power operated equipments 13.90 13.90
346

346100
346200
346300

Communication Equipments
Communication Equip non-telephone
Communication Equip telephone
Communication Equip Other

3.66
9.76
6.19

3.66
9.76
6.19

3.66
9.76
6.19

Arizona-American Water Company
Mohave Water Division
Docket No. W-01303A-08-0227
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EXHIBIT DMH-4

ENGINEERING REPORT FOR ARIZONA-AMERICAN-WATER COMPANY, INC.,

PARADISE VALLEY WATER DISTRICT

BY DOROTHY HAINS

JANUARY 9, 2009



Ar-
\. Engineering Report

For Arizona-American Water
Company's Paradise Valley Water
District
Docket No. W-01303A-08-0227
(Rate Increase Application)

By Dorothy Hairs

January 9, 2009

EXECUTIVE SUMMARY

Recommendations:

Staff recommends the depreciation rates for Arizona American Company's Paradise
Valley District ("Paradise Valley") presented in Figure 6 by National Association of
Regulatory Commissioners' ("NARUC") account. (See § I of report for discussion and
details.).

11. Staff recommends approval of separate meter and service line installation charges as
shown under the Staff Recommended columns in Table 4. (See § J of report for
discussion and details.)

111. Staff recommends annual water testing expense for Paradise Valley be adjusted to the
annual expense amount of $2,033. (See § F ofrepolt for discussion and details.)

IV. Paradise Valley Water has 9.59% lost water which is within acceptable limits. Staff
recommends that the Company monitor the water system closely and take action to
ensure that lose of water remains less than l0%in the future. If the water loss at any time
before the next rate case is greater than 10%, the Company shall come up with a plan to
reduce loss water to less than 10%, or prepare a report containing a detailed analysis and
explanation demonstrating why a water loss reduction to l0%or less is not feasible or
cost effective. Such a report shall be docketed in this case. (See § G of report for
discussion and details.)

Conclusions:

1.

I. Maricopa County Environmental Services Department ("MCESD") has determined that
Paradise Valley is currently in compliance with its requirements and is currently
delivering water that meets water quality standards required by Arizona Administrative
Code, Title 18, Chapter 4. (See § C for a discussion and details.)



11. Paradise Valley is within the Phoenix Active Management Area and is in compliance
with the Arizona Department of Water Resource ("ADWR") monitoring and reporting
rules. (See § E of report for discussion and details.)

111. Paradise Valley Water has an approved cross connection tariff and an approved
curtailment tariff. (See § J of report for discussion and details.)

Paradise Valley has adequate well production and storage capacity. (See § B of report for
discussion and details.)

The Trichloroethylene ("TCE") contaminated well, PCX-1 well has been disconnected
from Miller Road TCE treatment plant since May 2008. (See § J of report for discussion
and details.)

VI. Staff concludes that the Well No. 12 project is not used and useful plant for purposes of
thiscase. (See § J of report for discussion and details.)

v.

Iv.

VH. A check with the Utilities Division Compliance Section showed Paradise Valley has no
outstanding compliance issues. (See § D of report for discussion and details.)
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Well # ADWR No. Year
Drilled

Casing
Size

(inches)

Well
Depth
(feet)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

11 55-624805 1995 Varies
firm

20 - 16

1,396 12 300 1,800 Paradise Valley
Treatment Plant

("TP") (Cattlerack
Rd and Lincoln

Rd)
12 55-624806 1962 Varies

firm
24 ..20

1,301 12 300 1,800 PV TP

14 55-624807 1965 Varies
firm 20

- 8

1,743 10 400 2,100 Miller Road (near
Trichloroethylene

("TCE") TP.
15 55-624808 1969 Varies

firm
20 18 -

6

1,430 10 400 2,300 Miller Road (near
TCE To).

16 55-624809 1980 18 1,500 18 400 2,200 Cattlerack Rd
(north of PV TP)

17 55-537967 1993 20 1,100 12 400 2,400 Lincoln Dr (north
of Cattlerack Rd)

Arizona-American Water Company
Paradise Valley Water Division
Docket No. w-01303A-08-0227
Page 1

A. LOCATIONOF COMPANY

Arizona American - Paradise Valley Water District ("Paradise Valley" or "Company") serves
approximately 4,750 customers in the Town of Paradise Valley, the City of Scottsdale and the
City of Phoenix in Maricopa County. Figure 1 describes the location of the Company within
Maricopa County, and Figure 2 describes the CC&N area of Paradise Valley.

B. DESCRIPTION OF THE WATER SYSTEM

The plant facilities were visited on August 14, 2008, by Dorothy Hains, Utilities Engineer,
accompanied by the Company's representatives, Paul Steve Lutringer, (Company's Operation
Supervisor) and Michael Helton (Arizona-American Water's Production Superintendent).

System Analysis

Paradise Valley consists of ten drinldng water wells that are capable of producing a total flow of
12,100 gallons per minute ("GPM"), a 21.3 million gallons per day ("MGD") arsenic treatment
plant ("ATP") and 4.89 million gallons ("MG") of storage capacity. The water system has
adequate storage and well production. Figures 3A, CB, AC and 3D provide a process schematic
showing both the active and inactive components of the water system.

Well Data
Active Drinking Water Wells



0TreatmenT e Size (in MGD) Location
TCE Removal Plant Air step N/A Miller Rd (near TCE TP
Arsenic RemovalPlant Coagulation/Filtration 21.3 PV TP

Location Structure or equipment Capacity
Miller Road near TCE TP lBooster Pu s Three 125-HP

Storage Tank One 485,000 gallon under fund tank•

Pressure Tanks Two 10,000 gal
PV TP (Cattlerack Rd ) Booster Pumps Pom 400-HP

Two 600-HP
Storage Tanks Two 1,500,000 gal

60"' Street Tank Site Storage tank 200,000 gal

Club Estates Booster Pump Station
("BPS") site

Booster Pumps Two 10-HP

|

Club Estates Tank/ Glen Dr
Booster Pu Station Site

Storage tank 30,000 gal

Booster Pumps Two 1%-HP
One 3-HP

Pressure Tanks One 500 gal

Stone Canyon BPS Site Booster Pumps Two 40-HP

Stone Canyon Tank Site Storage tank 95,000 gal

Country Club BPS Booster Pumps Four 30-HP

Country Club Take Site Storage tank One 360,000 gal
One 500,000 gal

Racquet Club Tank Site Storage tank 100,000 gal

Clearwater Hills BPS #1 Site Booster Pumps Three 60-HP

Clearwater Hills Tank #2 Site Storage tank 100,000 gal

Clearwater Hills BPS #3 Site Booster Pumps Two 10-HP

Pressure Tanks One 500 gal

Clearwater Hills Tank #3 Site Storage tank 22,000 gal

Arizona-American Water Company
Paradise Valley Water Division
Docket No. W-01303A-08-0227
Page 2

Water Treatment Plant

Active Storage, Pumping



Diameter (inches) Material Length (feet
4 Various 102,519
6 Various 298,197
8 Various 122,340
10 Various 2,800
12 Various 54,449
16 Various 42,841
20 Various 2,804
24 Various 13,123

undetermined Various 1,122

Size (inches) Quantity

%x% 2,358
% 30
1 2,031

1% 145
2 305
3 24
4 2
6 5

Arizona-American Water Company
Paradise Valley Water Division
Docket No. W-01303A-08-0227
Page 3

Distribution Mains

Meters

c . MARICOPA COUNTY
("MCESD") COMPLIANCE

ENVIRONMENTAL SERVICES DEPARTMENT

Based on a memorandum dated March 8, 2008, MCESD has determined that Paradise Valley is
currently in compliance with its requirements and is currently delivering water that meets water
quality standards required by Arizona Administrative Code, Title 18, Chapter 4.

D. ARIZONA CORPORATION COMMISSION (¢¢ACC") COMPLIANCE

A check with the Utilities Division Compliance Section showed no delinquent compliance
issues.

E. ARIZONA DEPARTMENT OF WATER RESOURCES (4¢ADWR99) COMPLIANCE

Paradise Valley is in ADWR's Phoenix Active Management Area ("AMA"). Staff received a
Compliance Status Report from ADWR related to Paradise Valley on June 20, 2008. In its
report ADWR stated that Paradise Valley is in compliance with its requirements governing water
providers.



Monitoring -- 6 wells
(Tests per 3 years, unless
noted.)

Cost per test
No. of tests
per three
year period

Total cost
per three
year period

$3960

$396

$315

Inorganics -. Priority
I Pollutants

WAnnual Cost

I
.|
I
I
3

$20
$47
$43
$33

$1,320

$132

$105

Bacteriological - monthly

I Customer requested HPC

$11 360

$11 36

$35 9

I
I
l Radiochemical - (1/3 yr)

Gross Alpha
Uranium
Radium 228
Radium 226

$60
$140
$130
$100

1
1
1
1

$60
$140
$130
$100

Phase II and V:

IOC's*

SOC's*

VOC's*

1 1
1

12

$333Dioxin $500 2 $1000

Nitnltes* per 9 yrs 12

Nitrates - annual* 24

1Asbestos .- per 9 years*

Lead & Copper Triennial*

TTHM/HHAs -annual*
Maximum chlorine residual
levels
MAP fees (annual)

Arsenic*, **

Total

30

12

I

$2,033

Arizona-American Water Company
Paradise Valley Water Division
Docket No. W-01303A-08-0227
Page 4

F. WATER TESTING EXPENSES

The Company's estimated annual water testing expense is $2,033. Staff concludes that this
estimate is reasonable. Therefore, Staff recommends water testing expenses be adjusted for
purposes of this rate case to the Company's estimated annual expense amount of $2,033. (See
Table 1.)

Table 1 Water Testing Cost (Paradise Valley District - PWS #07-056)

* Assumes testing will be done in the Company's Lab in Belleville.
** To comply with ADEQ requirement, the Company has to conduct quarterly arsenic testing at

each well site and ADEQ designed sampling points aka Points Of Entry.



Year Nos. of Customers
2002 4,684 Reported
2003 4,658 Reported
2004 4,695 Reported
2005 4,719 Reported
2006 4,726 Reported
2007 4,750 Reported

Arizona-American Water Company
Paradise Valley Water Division
Docket No. W-01303A-08-0227
Page 5

G. WATER USAGE

Figure 4 is a graph that shows water consumption data in gallons per day ("GPD") per customer
for the system for the test year period of January 2007 through December 2007.

1. Water Sold

Based on information provided by the Paradise Valley Water, water use for the year 2007 is
presented in Figure 4. The high monthly water use was 2,625 GPD per connection in July, and
the low monthly water use was 1,037 GPD per connection in February. The average annual use
was 1,767 GPD per connection.

2. Lost Water

Lost water loss should be 10% or less and never more than 15%. It is important to be able to
reconcile the difference between water sold and the water produced by the source. A water
balance will allow a water company to identify water and revenue losses due to leakage, fire
fighting, theft, and flushing. Lost water for Paradise Valley Water was calculated to be 9.59%
which is within acceptable limits.

Staff recommends that the Company monitor the water system closely and take action to ensure
that water loss remains less than l0% in the future. If the water loss at any time before the next
rate case is greater than 10%, the Company shall come up with a plan to reduce water loss to less
than 10%, or prepare a report containing a detailed analysis and explanation demonstrating why
a water loss reduction to 10% or less is not feasible or cost effective. Such a report shall be
docketed in this case.

H. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the
Company's annual reports, the number of customers increased from 4,684 at the end of 2002 to
4,750 by the end of 2007, with an average growth rate of 14 customers per year. Based on the
linear regression analysis,Staff estimates that the Company could have over 4,800 customers by
the end of 2012. The following table summarizes Staffs projected growth.

Table 2 Actual and Projected Growth



2008 4,754 Estimated
2009 4,769 Estimated
2010 4,783 Estimated
2011 4,798 Estimated
2012 4,812 Estimated

Arizona-American Water Company
Paradise Valley Water Division
Docket No. w-01303A_08-0227
Page 6

1. DEPRECIATION RATES

Decision No. 68858 (dated August 1, 2006) approved the depreciation rates used by Paradise
Valley in this rate proceeding except that the Company reorganized the authorized rates utilizing
the National Association of Regulatory Commissioners' ("NARUC") latest plant account matrix
as presented in Figure 6.

The Company proposed a 25% depreciation rate for its heavy duty trucks but provided no
specific justification for this accelerated depreciation rate. Staff believes that a 15% depreciation
rate is more appropriate since heavy duty trucks usually have a useful life of at least 6 to 7 years.

The Company also proposed a 37.71% depreciation rate for its computer software but provided
no specific justification for this accelerated depreciation rate. Staff typically recommends a 25%
depreciation rate and without having specific justification to do otherwise will recommend the
typical 25% rate in this case.

The Company also proposed a 14.59% depreciation rate for its Stnlcture & Improvement Source
Supply but provided no specific justification for this accelerated depreciation rate. Staff
typically recommends a 2.5% depreciation rate and without having specific justification to do
otherwise will recommend the typical 2.5% rate in this case.

Staff recommends the depreciation rates presented in Figure 6 by NARUC account.

J. OTHERS

1. Serviee Line and Meter Installation Charges

The Company requested that meter and service line installation charges for all size meters be
detennined on an individual case basis. Staff is recommending specific charges for meters
smaller than 3-inch and actual costs for 3-inch meters and larger. Staff recommends approval of
separate meter and service line installation charges as shown under the column headings "Staff
Recommended" in Table 4 for meter sizes smaller than 3-inches. Since the Company may at
times install meters on existing service lines, it would be appropriate for some customers to only
be charged for the meter installation. Therefore, separate service line and meter charges have
been developed by Staff which Staff recommends be adopted in this case.



Meter Sizeu Proposed
Charges

Staff
Recommendation

((Service Line)

Staff
Recommendation
(meter installation)

Staff
Recommendation

total charges
5/8 X 3/4-

inch
$480 Actual Cost $445 $155 $600

$560 Actual Cost $445 $255 $700

$650 Actual Cost $495 $315 $810

$1,075$895 Actual Cost $550 $525

$1,555 Actual Cost $830 $1,045 $1,875

$2,235 Actual Cost Actual Cost Actual Cost

$3,440 Actual Cost Actual Cost Actual Cost

$6,195 Actual Cost Actual Cost Actual Cost

I Over 6-inch Actual Cost Actual Cost Actual Cost

3/4-inch

1-inch

1 %-inch

2-inch)

3-inch

4-inch

6-inch

Arizona-American Water Company
Paradise Valley Water Division
Docket No. W-01303A-08-0227
Page 7

Table 3 Service Line and Meter Installation Charges (PV)

2. Curtailment Tars

The Company has an approved curtailment tariff.

3. Cross Connection & Baekjlow Tars

The Company has an approved Cross Connection & Backflow Tariff

4. Arsenie Treatment Plant

In 2006 to comply with the new arsenic standard, the Company began its arsenic treatment plant
installation in order to remove arsenic in the water supply. The 21.3 MGD treatment plant was
completed and has been in operation since 2007

5. Trichloroethylene ("TCE")

In the winter of 2007, the Company experienced an equipment malfunction in its Miller Road
TCE treatment plant  which caused TCE levels to exceed the maximum contaminant level
("MCL") at the treatment plant discharge point'. In May 2008, MCDES issued an approval to
allow the Company to disconnect the TCE contaminated well' (Pcx-l well) from the Paradise
Valley water system and the Miller Road treatment plant. During its site inspection Staff noted

When the final treated water leaves the TCE treatment plant before it flows to the Company's distribution mains
the Company monitors and reports TCE levels in the water

Previously the Company had operated the TCE contaminated well, PCX-I which is owned by Motorola



Arizona-American Water Company
Paradise Valley Water Division
Docket No. W-01303A_08-0227
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that this disconnection work had been completed at the Miller Road treatment plant and one of
three air stripping towers was no longer in operation.

6. Well No. 12 Replacement

During its site inspection, Staff noted that construction of the proposed Well No. 12 had not
commenced. Therefore, Staff concludes that the Well No. 12 project is not used and useful plant
for purposes of this case.

Z Phase III of Fire Flow Project

The Phase III of fire flow project provided for the installation of fire flow mains on McDowell
Road between Scottsdale Road and Cattlerack Road. During its site inspection, Staff noted that
this project had been completed. Also, MCDES issued a Certificate of Approval of Construction
for this project on October 29, 2008.

8. Well No. 17 Rehabilitation Project

During its site inspection, Staff noted that construction of the proposed Well No. 17 had been
completed and it was in service.
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FIGURE 1

PARADISE VALLEY WATER DIVISION CERTIFICATED AREA
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FIGURE 2

LOCATION OF PARADISE VALLEY WATER DIVISION



8-20-08 Arizona-America Water Co. Paradise Valley Water District

(PWS #07-056)

Miller Rd TCE TP

U \

>

Well #17 Site
Well #17 (drilled in 1993)
DWR # 55-537967
l,i00' deep, 20" casing, 400-
HP, 2,400 rpm

lz" mdzr
(instilled in 2006)

4 "TO
Clz (liquid) injec t ion Oni! was

removed.

New transmitter installed in May 2008.

Az-Am PVdoes not own the lot,, well leaks.

Well #14 Site

l0"me!cr
(installed in zoos)

Well #14 (dnlled in
1965)
D W R # 55424807
l,740 ' deep, 20-8"
casing 400-HP, 2,100
rpm I I

I I >

Leakage at well head.

Well #16 SiteWell #16 (drilled 'm 19841)
DWR # 55-624809
l,500' deep, 18" ching, 400-I*H',
2,zoo rpm

O
IZ" meter
(installed
in Z/08.)

C12 (gas) injection unit was
removed in 2006.

r-A
N

8

€"w
43

3
<

8 8
48
3.
8 2

E
2°

Arizona-American Water Company
Paradise Valley Water Division
Docket No. W-01303A-08-0227
Page 12

FIGURE PA

PARADISE VALLEY WATER DIVISION SYSTEMATIC DIAGRAM
FOR EXISTING SYSTEMS
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FIGURE CB

PARADISE VALLEY WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE AC

PARADISE VALLEY WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE 3D

PARADISE VALLEY WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE BE

PARADISE VALLEY WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE 4

PARADISE VALLEY WATER DIVISION WATER USAGE
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FIGURE 5

GROWTH IN PARADISE VALLEY WATER DIVISION
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Depreciable PlantNARUC
Acct #

Decision #
68858

Rate (%)
proposed

Staff
Recommen

dadRate

(%)
301 301000 Organization 0

I
302 302000 Franchises 0 0 0

0 0

303
303200
303300
303500
303600

Land & Land Rights
Land & Land Rights SS
Land & Land Rights P
Land & Land Right TD
Land & Land Right AG

0
0
0
0

0
0
0
0

304100
304200
304300
304400
304500
304600
304700

304800

Structures & Improvements
Structure & Improvement SS
Structure & Improvement P
Structures and Improvements WT
Stnlchrre & Improvement TD
Structure & Improvement AG
Struchlre & Improvement office
Structure & Improvement store, shop,
garage
Structure & Improvement Misc

14.59
3.99
2.00
1.50
4.63
4.63

4.63
4.63

14.59
3.99
2.00
1.50
3.99
0.00

3.99
3.99

307000 Wells & Springs 2.48 2.48
310100 Power Generation Equip other N/A 4.39

311

I

311200
311300

Pumping Equipment
Pump Equipment Electric
Pump Equipment Diesel

4.39
4.39

4.39
4.39

K 320
320.1
320.2
320.3
320.4

320100
N/A
N/A

Water Treatment
Water Treatment Equipment Non-
Media
Chemical Solution Feeders
Sludge Disposal Equipments

7.06
N/A
N/A
N/A

7.06
N/A
N/A
N/A

0 I
I

304

307
310

2.50
3.99
2.00
1.50
3.99
0.00

3.99
3.99
2.48
48.9

4.39
4.39

7.06
5.00
5.00
5.00

3.15

0
4.17
2.52
2.34
2.00
2.00
4.72

2.51
1.51

330
33000

Distribution Reservoirs &
Standpipes

Distribution Reservoirs & Standpipes
3.15 3.15

331001
331100
331200
331300

332000

Transmission and Distribution
TD mains Not Classified by Sizes
TD mains 4-inch & less
TD mains 6-inch to 8-inch
TD mains 10-inch to 16-inch
TD mains 18-inch and larger
Fire Mains

0
4.17
2.52
2.34
N/A
N/A

0
4.17
2.52
2.34
N/A
N/A

333000 Services 4.72 4.72

334100
334200

Meters
Meters
Meter installations

7.21
1.51

7.21
1.51

331

333
334

335
336
339

335000 Hydrants 2.10 2.10 2.10
N/A Backflow Prevention Devices N/A N/A 6.67

Other Plant& Misc Equipment

Arizona-American Water Company
Paradise Valley Water Division
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FIGURE 6
DEPRECIATION RATES FOR WATER SYSTEMS Paradise Valley



342

339600 Other P/E CPS
340

340100
340200
340300
340500

Office Furniture & Equipment
Office Furniture & Equipments
Computer & perish equipment
Computer software
Other Office Equipment

4.04
15.89
37.71
7.13

341
341100
341300
341400

Transportation Equipment
Transportation Equip, Lt Duty Tracks
Transportation Equip Autos
Transportation Equip, Other

28.05
7.80
0.93

0

4.04
15.59
37.71
7.13

4.04
10.00

25
7.13

28.05
7.80
0.93

22.00
7.80
0.93

N/A 4.00

0.00

342000 Store Equipments N/A
343I

I 343000 Tools Shop & Garage Equipments 3.61 3.61 3.61
344 344000 Lab equipments N/A N/A 10.00

345000 Power operated equipments 4.64 4.64 4.64

346100
346300

Communication Equipments
Comniunicadon Equip non-telephone
Communication Equip Other

9.76
7.91

9.76
7.91

9.76
4.93

345
346

Arizona-American Water Company
Paradise Valley Water Division
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EXHIBIT DMH-5

ENGINEERING REPORT FOR ARIZONA-AMERICAN WATER COMPANY, INC.,

SUN CITY WEST WATER DISTRICT

BY DOROTHY HAINS

JANUARY 9, 2009



A n
\. Engineering Report

For Arizona-American Water
Company's Sun City West Water
District
Docket No. W-01303A-08-0227
(Rate Increase Application)

I

By Dorothy Hairs

January 9, 2009

EXECUTIVE SUMMARY

Recommendations :

Staff recommends the depreciation rates for Arizona American Company's Sun City
West District ("Sun City West District") presented in Figure 6 by NARUC account. (See
§ Iofreport for discussion and details.)

11. Staff recommends the adoption of the Company and Staff recommended service line and
meter installation charges and total charges. (See § J of report for discussion and details.)

111. Staff recommends that $143,485 of Arsenic Treatment Plant installation should be removed
from plant. (See § J of report for discussion and details.)

Staff considers the reported water testing expenses and the estimated water testing costs
of $5,618 for the Sun City West District reasonable. (See § F of report for discussion and
details.)

Conclusions:

Maricopa County Environmental Services Department ("MCESD") has determined that Sun
City West District is currently delivering water that meets the water quality standards
required by Arizona Administrative Code, Title 18, Chapter 4. (See § C for a discussion and
details.)

11. Sun City West District is within the Phoenix Active Management Area and is in compliance
with the Arizona Department of Water Resource ("ADWR") monitoring and reporting rules.
(See § E ofrepoit for discussion and details.)

1.

IV.

1 .

III. Sun City West District has 6.3 percent lost water which is within acceptable limits.
G of report for discussion and details.)

(See §



Sun City West District has an approved cross connection tariff
discussion and details.)

(See § J of report for

Sun City West District has adequate production and storage capacity to serve its existing
customers. (See § B of report for discussion and details.)

VI. Sun City West District has an approved curtailment tariffs (See § K of report for discussion
and details.)

v.

W.

VII. A check with the Utilities Division Compliance Section showed Sun City West has no
outstanding compliance issues. (See § D of report for discussion and details.)
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Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth
(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

1.1 55-547409 1995 16 1,190 8 250 1,120 14141 W Meeker
1.2 55-601217 1982/1986 16 716 10 200 1,060 19425 Wilson Way
1.3 55-612963 1955 16 1,032 10 200 1,000 14427 Yosemite
1.4 55-205590 2005 20 1,176 12 300 1,400 13503 W Daisy Ct.
1.5 55-610220 1947 20 1,000 10 200 850 17618 N Lasso Dr.
2.1 55-547408 1995 16 1,186 8 200 1,100 12702 W Stardust

Blvd
2.2 55-610215 1982 20 904 10 z00 1,200 13059 Deer Valley
2.3 55-610214 1982 20 852 10 200 1,100 13449 W Deer

Valley
2.4 55-520840 1988 16 1,060 8 260 800 14207 W Parade

Dr
2.5 55-612959 1958 20 963 8 200 960 21801 N 1515'Ave

Arizona-American Water Company
Sun City West Water Division
Docket No. w-01303A-08-0227
Page 1

A. LOCATION OF COMPANY

Arizona-American - Sun City West Water District ("Sun City West" or "Company") serves over
15,400 customers in the unincorporated Sun City West a r ea which is located northwest of the
City of Phoenix in Maricopa County. Figure 1 describes the location of the Company within
Maricopa County, and Figure 2 describes the CC&N area of Sun City West.

B. DESCRIPTION OF THE WATER SYSTEM

The plant  fac i l i t i es  were v i s i ted on Ju l y  15 ,  2008 ,  by Dorothy Ha i rs ,  Uti l i t i es  Eng ineer ,
accompanied by the Company's representative, Paul Taylor (Company's Operation Supervisor).

System Analysis

Sun City West operates a system that consists of ten drinking water wells that are capable of
producing a total  f low of 10,140 gal lons per minute ("GPM"), two arsenic treatment plants
("ATp")' and a total of 4.02 mill ion gallons ("MG") of storage capacity. The water system has
adequate storage and well production to serve its existing customers and projected growth for a
five-year planning horizon. Figures PA, CB, AC and 3D provide a process schematic showing
both the active and inactive components of the water system.

Well Data

Active Drinking Water Wells

1 ATP #1 has 7.6 million gallons per day ("MGD") treatment capacity and ATP #2 has 6 MGD treatment capacity.



Well # ADWR No. Year
Drilled
(19xx)

Casing
Size

(inches)

Well
Depth

(ft)

Well
Meter
Size

(inches)

Pump

(HP)

Pump
Yield

(GPM)

Location

1 55-610219 1982 20 1,176 10 200 1,000 13503 W
Daisy Ct.

Location Treatment Type Treatment Capacity
Plant #1 14141 W Meeker Coagulation/Filtration 7.6 million gallons per day ("MGD")
Plant #2 12702 W Stardust Blvd Granular Ferric Media filtration 6.0 MGD

Location Structure or equipment Capacity
14141 W Meeker Booster Pumps Seven 100-HP

One 75-HP
Storage Tank s Two1,250,000 gal
Pressure Tanks Two 10,000 gal

12702 W StardustBlvd Booster Pumps Three 150-Hp
four 100-HP
One 75-HP

Storage Tanks Two 758,000 gal

Pressure Tanks Two 10,000 gal

Diameter (inches) Material Length (feet)
4 Various 21,778
6 Various 696,395
8 Various 80,571

10 Various 84,150
12 Various 97,571
14 Various 26,710
16 Various 19,201
18 Various 6,821
20 Various 1,901

Arizona-Amenlcan Water Company
Sun City West Water Division
Docket No. W-01303A-08-0227
Page 2

Inactive Well

Arsenic Treatment Plant

Storage and Pumping

Distribution Mains



Size (inches) Quantity

%x% 14,270
% 4
1 261

1% 552
2 279
3 13
4 26
6 1

Arizona-American Water Company
Sun City West Water Division
Docket No. w-01303A-08-0227
Page 3

Meters

c. MARICOPA COUNTY
("MCESD") COMPLIANCE

ENVIRONMENTAL SERVICES DEPARTMENT

Based on a memorandum dated May 14, 2008, from MCESD, MCESD has determined that Sun
City West is currently in compliance with its requirements. MCESD also stated that it has
determined that the system is currently delivering water that meets water quality standards
required by Arizona Administrative Code, Title 18, Chapter 4.

D. ARIZONA CORPORATION COMMISSION ("Acct) COMPLIANCE

A check with the Utilities Division Compliance Section showed no delinquent compliance
issues.

E. ARIZONA DEPARTMENT OF WATER RESOURCES ("ADwR9s) COMPLIANCE

Sun City West is in ADWR's Phoenix Active Management Area ("AMA"). Staff received a
Compliance Status Report from ADWR for Sun City West on September 3, 2008. hi its report
ADWR stated that Sun City West is in compliance with its requirements governing water
providers.

F. WATER TESTING EXPENSES

The Company's estimated annual water testing expense is $5,618. Staff concludes that this
estimate is reasonable. Therefore, Staff recommends water testing expenses be adjusted for
purposes of this rate case to the Company's estimated annual expense amount of $5,618. (See
Table 1-)



Annual Cost
I

Total cost
per three
year period

$11,880 I$3,960

$33 $11

$0$0

Monitoring - 10 wells
(Tests per 3 years, unless
noted.)

Cost per test

No. of
tests per
three year
period

. l 1 . . u . _

|Bacteriological -
monthly

Radiochemical - (1/ 3

yr)
Gross Alpha
Uranium
Radium 228
Radium 226

IOC's*

$11 1,080

$11 3

$35 0

$60
$140
$130
$100

8
8
8
8

10

Customer requested back

Customer requested
HPC
Inorganics .- Priority
Pollutants

3.

4. . a..
. . .

c * . **+*£ .
i.¢.*¢*1n

4. +

15 *I . v s  v K  "*14 \¢ -9-§.~ 8 1 4 < *

» . 4 " Q " * +

$160
$373
$347
$267

.4541

$480
$1,120
$1,040

$800
Phase II and V:

IOC's*

SOC's*SOC's*

VOC's*
I

8

4

Dioxin $500 4 $2,000 $500
|

Nitrites* per 9 yrs

g Asbestos - per 9 years*
1 Lead & Copper -
Triennial*

Maximum chlorine
residual levels

0

2

0

30

48

40

MAP fees (annual)

Arsenic**

Total $5,618

Arizona-American Water Company
Sun City West Water Division
Docket No. W-01303A-08-0227
Page 4

Table 1 Water Testing Cost (Sun City West District - PWS #07-0150)

The test will be done in the Company's lab in Belleville.
** To comply with ADEQ requirement, the Company has to conduct quarterly arsenic testing at

each well site and ADEQ designed sampling points aka Points Of Entry.

*



Year Nos. of Customers
2002 21,961 Reported
2003 21,899 'oR outed
2004 22,461 Reported
2005 23,011 Reported
2006 23,041 Reported
2007 23,014 Reported
2008 23,528 Estimated
2009 23,809 Estimated
2010 24,090 Estimated
2011 24,371 Estimated
2012 24,652 Estimated

Arizona-American Water Company
Sun City West Water Division
Docket No. W-01303A-08-0227
Page 5

G. WATER USAGE

Figure 4 is a graph that shows water consumption data in gallons per day ("GPD") per customer
for the system for the test year period of January 2007 through December 2007.

1. Water Sold

Based on information provided by the Sun City West Water, water use for the year 2007 is
presented in Figure 4. The high monthly water use was 432 GPD per connection in July, and the
low monthly water use was 269 GPD per connection in March. The average annual use was 351
GPD per connection.

2. Lost Water

Lost water should be 10% or less and never more than 15%. It is important to be able to
reconcile the difference between water sold and the water produced by the source. A water
balance will allow a water company to identify water and revenue losses due to leakage, fire
lighting, and flushing. Lost water for Sun City West Water was calculated to be 6.3% which is
within acceptable limits.

H. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the
Company's annual reports. The number of customers increased from 21,961 at the end of 2002
to 23,014 by the end of 2007, with an average growth rate of 281 customers per year from 2002
to 2007. Based on the linear regression analysis, Staff estimates that the Company could have
over 24,600 customers by the end of 2012. The following table summarizes Staffs projected
growth.

Table 2 Actual and Projeeted Growth



Meter Size Current Meter
Charges

Current Service
Line Installation

Charge

Company proposed
& Staff

Recommended
(meter installation

charge)

Company proposed
& Staff

Recommended
(Service Line

installation charge)

Company
proposed & Staff

Recommended
(total charges)

5/8 X 3/4-
inch

$130 $370 $130 $370 $500

$900

3/4-inch $205 $370 $205 $370

1-inch $240 $420 $240 $420

1 %-inch $450 $450 $450 $450

$575

$660

$900

$2,660

2-inch
(Turbo)
2-1nch

Compound)

$945 $580 $945 $580

$1,640 $580 $1,640 $580

3-inch
(Turbo)

$1,420 $745 $1,420 $745

3-inch
Compound)

$2,195 $465 $2,195 $465

4-inch
(Turbo)

$2,270 $1 ,090 $2,270 $1,090

$1,525

$2,220

$2,165

$2,660

$3,360

4-inch
(Compound)

$3,145 $1,120 $3,145 $1,120 $4,265

Arizona-American Water Company
Sun City West Water Division
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I. DEPRECIATION RATES

Decision No. 67093 (dated June 30, 2004) approved the depreciation rates used by Sun City
West in this rate proceeding except that the Company reorganized the authorized rates utilizing
the National Association of Regulatory Commissioners' ("NARUC") latest plant account matrix
as presented in Figure 6.

The Company proposed a 25% depreciation rate for its heavy duty trucks but provided no
specific justification for this accelerated depreciation rate. Staff believes that a 15% depreciation
rate is more appropriate since heavy duty trucks usually have a useful life of at least 6 to 7 years.

Staff recommends the depreciation rates presented in Figure 6 by NARUC account.

J. OTHERS

1. Service Line and Meter Installation Charges

The Company is proposing to maintain its current meter and service line installation charges that
are within Staffs experience of what are reasonable and customary charges. Staff does not
object to the Company's proposal. Staff recommends the adoption of die Company and Staff
recommended service line and meter installation charges and total charges.

Table 3 Service Line and Meter Installation Charges (Sun City West)



I 6-inch
(Turbo)

I Over 6-inch

$4,425 $1,610 $4,425 $1,610 $6,035

$6,120 $1,630 $6,120 $1,630 $7750

Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost

Arizona-American Water Company
Sun City West Water Division
Docket No. w-01303A~08-0227
Page 7

2. Curtailment Tars

The Company has an approved Curtailment Tariff.

3. Cross Connection & Backflow Tars

The Company has an approved Cross Connection & Backflow Tariff

4. Arsenic Treatment Plant ("A TP") Capacity

In 2006 to comply with the new arsenic standard, the Company began its arsenic treatment plant
installation in order to remove arsenic in the water supply. Both the 7.8 MGD treatment plant
(plant #1) and 6 MGD plant (plant #2) were completed and have been in operation since 2007.

ATP No. 2 treats ground water produced by only Well No. 2.4 and Well No. 2.5. The combined
flows from these two wells are 1,760 GPM, or 2.53 MGD. Based on the design report,  the
loading rate is 5 GPM/square foot under normal operation. Staff determined that three 12-feet
diameter media vessels should have adequate treatment capacity to remove arsenic. However,
the Company installed four 12-foot diameter media vessels instead of three vessels, therefore,
Staff recommends that cost of one 12-feet diameter vessel be removed from rate base.

The cost of one 12-foot diameter vessel was $143,4852 in 2005 .

5. Well No. 1.4 Replacement

The replaced Well No. 1.4 was installed in 2005 and it is used and useful.

2 See Company Response to DR #20.1, total costs of four vessels (manufactured by Severn Trent) in Sun City West
Arsenic Treatment Plant #2 were $573,439. One fourth of $573,439 is $143,485.
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FIGURES
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FIGURE 1

LOCATION OF SUN CITY WEST WATER DISTRICT
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FIGURE 2

SUN CITY WEST WATER DISTRICT CERTIFICATED AREA
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FIGURE PA

SUN CITY WEST WATER DIVISION SYSTEMATIC DIAGRAM
FOR EXISTING SYSTEMS
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FIGURE CB

SUN CITY WEST WATER DIVISION SYSTEMATIC DIAGRAM



An'zona-American Water Company
Sun City West Water Division
Docket No. W-01303A-08-0227
Page 13

FIGURE 3C

SUN CITY WEST WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE 3D

SUN CITY WEST WATER DIVISION SYSTEMATIC DIAGRAM



1
1 $w . ,

A ;

Q:s§§

[3 god/connections

Arizona-American Water Company
Sun City West Water Division
Docket No. W-01303A-08-0227
Page 15

FIGURE 4

SUN CITY WEST WATER DIVISION WATER USAGE
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FIGURE s

GROWTH IN SUN CITY WEST WATER DIVISION
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FIGURE 6
DEPRECIATION RATES FOR WATER SYSTEMS (SUD City West Water)
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EXHIBIT DMH-6

ENGINEERING REPORT FOR ARIZONA-AMERICAN WATER COMPANY, INC.,

TUBAC WATER DISTRICT

BY DOROTHY HAINS



Ar-
\. Engineering Report

For Arizona-American Water
Company's Tubac Water District
Docket No. W-01303A-08-0227
(Rate Increase Application)

By Dorothy Hairs

EXECUTIVE SUMMARY

Recommendations :

Staff recommends the depreciation rates for Arizona-American Company's Tubac
District ("Tubac") presented in Figure 6 by NARUC account. (See § J of report for
discussion and details.).

11. Staff recommends approval of the meter and service line installation charges listed in the
right-hand columns of Table 4. (See § K of report for discussion and details.)

111. All production wells in Tubac contain arsenic levels exceeding the arsenic maximum
contaminant level ("MCL"). Tubac proposes to install a granular iron media filter arsenic
removal treatment plant ("ARTP") and seek Arsenic Cost Recovery Mechanism
("ACRM") approval from the Commission. Staff believes that ARTP installation is
necessary. (See § K of report for discussion and details.)

Water testing expenses are based upon participation in the Arizona Department of
Environmental Quality ("ADEQ") Monitoring Assistance Program. Annual testing
expenses should be adjusted to $2,360. (See § G and Table l for discussion and details.)

Conclusions:

ADEQ has determined that Tubac is currently delivering water that meets the water
quality standards required by Arizona Administrative Code, Title 18, Chapter 4. The
ADEQ has granted Tubac a waiver of the arsenic MCL violation while it works to
address the problem. (See § D for a discussion and details.)

11. Tubac is within the Santa Cruz Active Management Area and is in compliance with the
Arizona Department of Water Resource ("ADWR") requirements governing water
providers. (See § F of report for discussion and details.)

1.

I.

W.

111. Tubac has 8.02% lost water which is within acceptable limits. (See § H of report for
discussion and details.)



Tubac has an approved cross connection to;rif£ (See § K of report for discussion and
details.)

Tubac has adequate production and storage capacity to serve its existing customers. (See
§ B of report for discussion and details.)

VI. Tubac has an approved curtailment tariff (See § K of report for discussion and details.)

W.

Vu. A check with the Utilities Division Compliance Section showed Tubac has no
outstanding compliance issues. (See § E of report for discussion and details.)
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Well # ADWR No. Year
Drilled

Casing
Size
(inches)

Well
Depth (ft)

Well
Meter
Size
(inches)

Pump

(HP)

Pump Yield
(GPM)

2.1 55-604371 1965 12 140 4 40 300
4.1 55-505043 1983 16 650 8 75 500
5.1 55-632901 1977 12 302 6 75 500

Well # ADWR No. Year
Drilled

Casing
Size
(inches)

Well
Depth (ft)

Well
Meter
Size
(inches)

Pump

(HP)

Pump Yield
(GPM)

3.1 55-604370 1965 12 204 3 25 180

Arizona-American Water Company
Tubac Water Division
Docket No. W-01303A-08-0227
Page 1

A. LOCATION OF COMPANY

Arizona-American Water Company Tubac Water District ("Tubac") serves water to
approximately 540 customers and is located in the Town of Tubac which is north of the City of
Nogales, near 1-19 in Santa Cruz County. Figure l describes the location of Tubac Water
District, and Figure 2 describes the Certificate of Convenience and Necessity ("CC&N") area of
Tubac.

B. DESCRIPTION OF THE WATER SYSTEM

The plant facilities were visited on May 14, 2008, by Dorothy Hains, Utilities Engineer,
accompanied by the Company's representatives, Steve Lutringer, (Company's Operations
Supervisor) and Kathy Papini (Tubac On-site Operator).

System Analysis

Tubac operates a drinking water system that consists of three drinking water wells that are
capable of producing a total flow of 1,300 gallons per minute ("GPM") and 50,000 gallons of
total storage capacity. The water system has adequate storage and well production. Figures PA
and CB provide process schematic drawings showing both the active and inactive components of
the system.

Well Data

Active Drinking Water Wells

Inactive Well



Location Structure or equipment Capacity
Booster Pump Station »SBooster P Two 5-HP

Pressure Tank One 2,000 gal
Pressure Tank One 5,000 gal
Storage Tank One 50,000 gal

Well #5 Site Pressure Tank One 5,000 gal

Well #4 Site Pressure Tank One 5,000 gal
Well #2 Site Pressure Tank One 5,000 gal

Diameter inches) Material Length (feet)
4 Various 28,468
6 polyvinyl chloride ("PVC") 12,017
6 Ductile Iron pipe ("DIP") 352
8 PVC 20,295
8 DIP 897

Size (inches) Quantity

%x% 513
% N/A
1 46

1% 2
2 14
3 4

Arizona-American Water Company
Tubae Water Division
Docket No. W-01303A-08-0227
Page 2

Active Storage, Pumping

Distribution Mains

Meters

c. ARSENIC

The most recent lab analysis by Tubac indicated that the arsenic levels in its source supply vary
from 16 pg/l to 36 18/1'. Tubac is not in compliance with the arsenic MCL standards, however,
Tubae is in the process of designing an arsenic treatment plant ("TP") which is expected to bring
the system into compliance The proposed arsenic treatment plant will be installed at the Well
No. 5.1 site in 2009. (See the detailed discussion in § K.)

1 According to a 2007 sample test results, arsenic levels in ground water are 24 pg/l detected in Well #2.1, 36 pg/1
detected in Well #4.l and 16 pg/l detected in Well #5.l.
2 Arsenic MCL is 10 ng/l.
3 The Arizona Department of Environmental Quality has granted Tubac a waiver of the MCL violation while it
works to address the problem.
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ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY ("ADEQ")
COMPLIANCE

Based on an ADEQ memorandum dated February 8, 2008, ADEQ has determined that Tubac is
currently in compliance with its requirements. ADEQ also stated that it has determined that the
system is currently delivering water that meets water quality standards required by Arizona
Administrative Code, Title 18, Chapter 4 (except for arsenic)

E. ARIZONA CORPORATION COMMISSION (¢¢ACCn) COMPLIANCE

A check with the Utilities Division Compliance Section showed no outstanding compliance
issues

F. ARIZONA DEPARTMENT OF WATER RESOURCES ("ADWR77) COMPLIANCE

Tubae is in ADWR's Santa Cruz Active Management Area ("AMA").
Compliance Status Report from ADWR related to Tubac on June 3, 2008.
Tubae is in compliance with ADWR requirements governing water providers

Staff received a
ADWR stated that

G. WATER TESTING EXPENSES

Tubac is subject to mandatory participation in the ADEQ Monitoring Assistance Program
("MAP"). Staff calculated the testing costs based on the following assumptions

MAP will do baseline testing on everything except copper, lead, bacteria and
disinfection by-products

ADEQ testing is performed in 3-year compliance cycles. Therefore, monitoring
costs are estimated for a 3-year compliance period and then presented as a pro
forma expense on an annualized basis

A11 monitoring expenses are based on Staffs best knowledge of lab costs and
methodology and one point of entry

The estimated water testing expenses represent a minimum cost based on no
hits" other than lead and copper, and assume compositing of well samples. If

any constituents were found, then the testing costs would dramatically increase

Table 1 shows the estimated annual monitoring expense, assuming participation in the MAP
program. Water testing expenses should be adjusted to the annual expense amount of $2,360
shown in Table l



Monitoring - 3 wells
(Tests per 3 years, unless
noted.)

Cost
per test

No. of
tests per
three year
period

Total cost
per three
year
period

Annual Cost

Bacteriological .- monthly $15 108 $1,620 $540

MAP
I

Inorganics ... Priority
Pollutants

$300 MAP MAP

Radiochemical -- (1/4 yr) $60 MAP MAP

Phase II and V: E

MAP

IOC's, SOC's, VOC's $2,805 MAP MAP

Nitrites $20 MAP MAP

Nitrates - annual $40 12 MAP

Asbestos - per 9 years $180 2% MAP

Lead & Copper - annual* $0 20 so so
I

i

TTHM/HHAs -annually" so 6 $0 $0

Maximum chlor ine residual
levels***

so 108 $0

MAP fees (annual)
AI-senic* & **

$0 12 $0

Total $2,360

MAP

MAP

MAP

$0

$1,820

so
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Table 1 Water Testing Cost

***

The test will  be done in  the Company's lab in  Belleville.
To comply with  ADEQ requirement,  the Company has to conduct annual arsenic testing at
each well site and each Point of Entry ("POE") site.
There is no cost for  this element because the Company uses probe to measure this element.

H. WATER USAGE

Figure 4 is a graph that shows water consumption data in gallons per day ("GPD") per customer
for the system for the test year period of January 2007 through December 2007.

Water Sold

Based on information provided by Tubac, water  use for  the year  2007 is presented in  Figure 4.
The high monthly water  use was 676 gallons per  day ("GPD") per  connection in  July,  and the
low monthly water  use was 326 GPD per  connection  in  February.  The average annual use was
483 GPD per  connection .



Year Nos. of Customers
2002 485 Reported
2003 484 Reported
2004 495 'oR outed
2005 514 Reported
2006 532 Reported
2007 536 Estimated
2008 552 Estimated
2009 564 Estimated
2010 576 Estimated
2011 589 Estimated
2012 601 Estimated
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Lost Water

Lost water should be 10% or less and never more than 15%. It is important to be able to
reconcile the difference between water sold and the water produced by the source. A water
balance will allow a water company to identify water and revenue losses due to leakage, fire
righting, and flushing. Lost water for Tubac was calculated to be 8.02% which is within
acceptable limits.

1. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the
Company's annual reports, the number of customers increased from 485 at the end of 2002 to
536 by the end of 2007, with an average growth rate of 12 customers per year. Based on the
linear regression analysis, Staff estimates that the Company could have approximately 600
customers by the end of 2012. The following tables summarize Staff' s projected growth.

Table 2 Actual and Projected Growth

J. DEPRECIATION RATES

Decision No. 67093 (dated June 30, 2004) approved the depreciation rates used by Tubac in this
rate proceeding except that the Company reorganized the authorized rates utilizing the National
Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as presented
in Figure 6.

The Company proposed a 25% depreciation rate for its heavy duty trucks but provided no
specitlc justification for this accelerated depreciation rate. Staff believes that a 15% depreciation
rate is more appropriate since heavy duty trucks usually have a useful life of at least 6 to 7 years.

The Company does not own and operate a water treatment plant yet, however, the Company
states that Tubac's proposed arsenic treatment plant will be designed and operated by a granular
iron media filter plant, and Staff recommends a 5% depreciation rate for media Water Treatment
Plant Equipment (account No. 320.4).



Staff W
Recommended I

total charge

I

Meter Size Current
Charges

(Service line
installation)

Current Charge
(Meter

installation)

Proposed
Charges

(Service line
installation)

Proposed
Charge (meter
installation)

Staff
Recormnendation

(Service Line)

Staff
Recommendation

(meter `mstallation)

5/8 x 3/4-
inch

$370 $130 Actual Cost Actual Cost $445 $155 $600

3/4-inch $370 $205 Actual Cost Actual Cost $445 $255 $700

$810

Actual Cost

I-inch
I

$420 $240 Actual Cost Actual Cost $495 $315

$1,075

$1,875

$2,720

Actual Cost

Actual Cost

Actual Cost

I 1%-inch

s

2-inch
(Co fund)

3-inch
(Turbo)

$450 $450 Actual Cost Actual Cost $550 $525

$580 $945 Actual Cost Actual Cost $830 $1,045

$580 $1,640 Actual Cost Actual Cost $830 $1,890

$745 $1,420 Actual Cost Actual Cost Actual Cost Actual Cost

$765 $2,195 Actual Cost Actual Cost Actual Cost Actual Cost

$1,090 $2,270 Actual Cost Actual Cost Actual Cost Actual Cost

$1,120 $3,145 Actual Cost Actual Cost Actual Cost Actual Cost

$1,610 $4,425 Actual Cost Actual Cost Actual Cost Actual Cost

$1,630 $6,120 Actual Cost Actual Cost Actual Cost Actual Cost

2-inch
(Compound)

3-inch
(Turbo)
3-inch

(Compound)
4-inch

(Turbo)

I

4-inch
(Co fund)

6-inch
(Turbo)
6-mch

(Compound)
Over 6-inch

Actual Cost

Actual Cost

Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost
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Staff recommends the depreciation rates presented in Figure 6 by NARUC account.

K. OTHERS

1. Service Line and Meter Installation Charges

The Company requested that meter and service line installation charges for all size meters be
determined on an individual case basis. Staff is recommending specific charges for meters
smaller than 3-inch and actual costs for 3-inch meters and larger. Staff recommends approval of
separate meter and service line installation charges as shown under the column headings "Staff
Recommended" in Table 4 for meter sizes smaller than 3-inches. Since the Company may at
times install meters on existing service lines, it would be appropriate for some customers to only
be charged for the meter installation. Therefore, separate service line and meter charges have
been developed by Staff which Staff recommends be adopted in this case.

Table 3 Service Line and Meter Installation Charges (Tubae)
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2. Curtailment TwW

The Company has an approved curtailment tariff on file with the Commission.

3. Cross Connection & Backflow Tars

The Company has an approved Cross Connection & Backflow Tariff.

4. Arsenic Cost Recovery Mechanism ("A CRM")

In order to meet the arsenic MCL standard requirement, Tubac plans to install a granular iron
media filter arsenic removal treatment plant ("ARTP"). Tubac proposes plant installation to
begin in spring 2009. The estimated ARTP installation cost is one million dollars. Staff believes
that ARTP installation is necessary.
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FIGURES
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FIGURE 1

TUBAC WATER DIVISION CERTIFICATED AREA
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FIGURE 2

LOCATION OF TUBAC WATER DIVISION



5-28-08Arizona-America Water Co. Tubac District
(PWS #12-001)
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Well #4 SiteNaOCl injernion ( disinfection
device install in 2006)Well #4 (drilled in 1983)

DWR # 55-505043
650' deep, 16" casing

B" meter i 5,000 gal Pressure
tank

A 125 KVA on-site generator

4t I I |

Turbo pump
(75-HP, 500gpm) I

3
4" pressureregulating ("PR") valve

Installed in 2005
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FIGURE PA

TUBAC WATER DIVISION SYSTEMATIC DIAGRAM
FOR EXISTING SYSTEMS
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FIGURE CB

TUBAC WATER DIVISION SYSTEMATIC DIAGRAM
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FIGURE 4

TUBAC WATER DIVISION WATER USAGE
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FIGURE 5

GROWTH IN TUBAC WATER DIVISION

Actual & Projected Growth In Arizona American Water
Company Tubac Water District CC&N Area
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I NARUC
Acct #

304
304100
304200
304300
304400
304600
304800

Structures & Improvements
Structure & Improvement SS
Structure & Improvement P
Structures and Improvements WT
Structure & Improvement TD
Stnlcture & Improvement office
Structure & Improvement Misc

2.40
1.94

0
1.92
2.89

2.21
2.21
2.21
2.21
2.21

0

2.21
2.21
2.21
2.21
2.21

305000 Collection & Impounding reservoirs 0 0 0 I
307000 Wells & Springs 3.08 3.08 3.08

311
311200
311300
311500 |

Pumping Equipment
Pump Equipment Electnlc
Pump Equipment Diesel
Pu Equipment Gas/Other

4.24
5.00
4.24

4.24
4.24
4.24

320100
N/A
N/A
N/A

Water Treatment
Water Treatment Equipment (Non-
Media)
Water Treatment Equipment (Media)
Chemical Solution Feeders

4.00

N/A
N/A

4.00

N/A
N/A

33000
N/A
N/A

Distribution Reservoirs & Standpipes
Distribution Reservoirs & Standpipes
Storage Tanks
Pressure Tanks

l .62
N/A
N/A

l .62
N/A
N/A

331001
331100
331200
331300

Transmission and Distribution
TD mains not classified by size
TD mains 4-inch & less
TD mains 6-inch to 8-inch
TD mains 10-inch to 16-inch

1.97
1.97
1.97
1.97
2.34

333000 Services 2.45 2.45

334100
334200

Meters
Meters
Meter installations

2.42
2.42
2.42

335000 Hydrants 1.97 1.97 1.97
N/A Backttow Prevention Devices N/A N/A 6.67

339100
Other Plant & Misc Equipment

OtherP/E Intangible 0 0

Company's
Account #.

Depreciable Plant Approved
Rate

(Decision #
67093 )

Proposed
Rate (%)
(Tubac)

Staff
Recommended

Rate (%)

301000 0 00 animation 0
302000 Franchises 0 0 0

303200
303300
303400
303500
303600

Land & Land Rights
Land & Land Rights SS
Land & LandRights P
Land & LandRights WTLand & Land
Right TD
Land & LandRight AG

0
0
0
0
0
0

0

z
I
I
I

301
302
303

304

305
307

I 310 310100 Power Generation Equip Other 0 4.24 4.24

4.24
4.24
4.24

4.00

5.00
5.00

1.62
2.22
5.00

1.97
1.97
1.97
2.34
2.45

2.42
2.42

320
320.1

320.4
320.2
330

330.1
330.2
331

333
334

335
336
339
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FIGURE 6
DEPRECIATION RATES FOR WATER SYSTEMS (Tubac)



0.00 0.00

10.83
10.83
N/A

3.28
10.83
25.00

l
341

8
9

341100
341200

Transportation Equipment
Transportation Equip, Lt Duty Trucks
Transportation Equip, heavy Duty Trucks

25.00
25.00
25.00

25.00
15.00

t 342 342000 Store Equipments 4.00 3.59 3.59
I 343 343000 Tools Shop & Garage Equipments 3.42 3.59 3.59

344
345

344000 Lab equipments 0.00 0.0 0.0
345000 Power operated equipments 0.00 4.64 4.64

346i 346100
346300

Communication Equipments
Conmlunication Equip non-telephone
Communication Equip Other (misc)

5.03
4.93

5.03
4.93

5.03
4.93

340

340.1

340100
340200

N/A

Office Furniture & Equipments
Computer & perish equipment
Computer Software

3.28
3.28
N/A

Other P/18 TD
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Engineering Report
For Arizona-American Water
Company's Mohave Wastewater
Division
Docket No. W-01303A-08-0227
(Rate Increase Application)

1
By Dorothy Hairs

January 9, 2009

EXECUTIVE SUMMARY

Recommendations :

It is recommended that the Mohave Wastewater District use depreciation rates as
delineated in Figure 6. (See § G and Figure 6 of the report for discussion and details.)

11. Staff recommends approval of the Off-site Facilities Hook-up Fee ("OF HF") fees and
reporting requirement contained in Figure 7. The Company shall submit a calendar year
Off-Site Facilities Hook-Up Fee status report each January 315' to Docket Control for the
prior twelve (12) month period, beginning January 31, 2010, until the hook-up fee tariff is
no longer in effect. This status report shall contain a list of all customers that have paid
the hook-up fee tariff, the amount each has paid, the amount of money spent from the
account, the amount of interest earned on the tariff account, and a list of all facilities that
have been installed with the tariff funds during the 12 month period. The first report shall
cover the time frame from inception of this tariff through December 31, 2009. (See § F
of the report for discussion and details.)

HI. Staff recommends the Company reported amount of $11,403 annual chemical testing
costs. (See § H of the report for discussion and details.)

Conclusions:

The Arizona-American Mohave Wastewater District ("Mohave District") is in full
compliance with the Arizona Department of Environmental Quality ("ADEQ") for
operation and maintenance, operator certification and discharge penni limit. (See § E of
the report for discussion and details.)

II. Staff concludes that the Mohave Wastewater District's treatment plants have adequate
capacity to treat its customers. (See § C of the report for discussion and details.)

1.

1.

111. The Company currently is not in compliance with the reporting requirements of its OF HF
Tariff. (See § F of the report for discussion and details.)



A check with the Utilities Division Compliance Section showed no delinquent
compliance items. (See § F of the report for discussion and details.)

IV.

v. The Wishing Well Wastewater Treatment Plant expansion project was completed and in
service in summer 2008. The total cost of this project was $4,276,039. (See § H of the
report for discussion and details.)
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Location
Quantity
of Pumps

Horsepower
per Pump

Capacity per Pump
(GPM)

1 1.4 70 N/A

Arizona-American Water Company
Mohave Wastewater District
Docket No. WS-01303A-08-0227
Page 1

A. LOCATION OF COMPANY

Arizona-Amer ican - Mohave Wastewa ter  Dis t r ic t  ("Mohave Wastewa ter  Dis t r ic t " or
"Company") provides service in two different areas, the Arizona Gateway development and in
Mohave Valley. Arizona Gateway is located at the intersection of Highway 95 and Interstate 40
and is approximately 12 miles north of Lake Havasu City. Mohave Valley is located south of
Bullhead City. The Company serves approximately 1,240 customers in its Certificate of
Convenience and Necessity ("CC&N") service area. Figure 1 describes the CC&N area of
Mohave Wastewater District, and Figure 2 describes the location of the Company within Mohave
County.

B. DESCRIPTION OF THE WASTEWATER SYSTEM

Mohave Wastewater District owns and operates two wastewater treatment plants ("WWTP"s),
Wishing Well WWTP and Arizona Gateway WWTP. Both plant facilities were visited on
September  30 ,  2008,  by Dorothy Ha ir s ,  Ut i l i t ies  Engineer ,  a ccompanied by Company
representative, David Evans (the Company's Operation Superintendent).

Arizona Gateway System

This system is a developer built system. The Arizona Gateway WWTP is a 112,000 gallon per
day ("GPD") extended aera t ion plant  tha t  serves  a  collect ion sys tem for  a  commercia l
development block which includes a truck stop, fast food chains, gas station, storage building,
etc. This underground-treatment plant consists of influent entering into a flow equalization
basin, treated in two separate train aeration reactors with a sludge holding tank. The treated
effluent is filtered then disinfected using chlorination/de-chlorination and final-treated effluent is
disposed into a two-cell, unlined evaporation pond located within the compound of the treatment
plant site. Currently this plant serves only 3 customers.

The collect ion system served one commercia l block customer  dur ing the test  year  ending
December 31, 2007. A system schematic is shown for this system in Figure PA.

Lift Station

Wet Well
Capacity (gals.)

Arizona Gateway
WWTP
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Manholes

Collection Mains

Diameter Material Length (Feet)

Service Laterals

Wishing Well System

The Mohave Valley area is served by the Wishing Well System. The Wishing Well WWTP is a
500,000 GPD extended aeration plant'. This treatment process consists of influent entering into
the headwords, aeration basins and clarifier tanks, sludge digester, filters, and a chlorine
disinfection unit. Final treated effluent discharges through an effluent channel flow measuring
weir to the Desert Lake Golf course for in°igation use. After dewatering, dry sludge is disposed
of at a landfill

Figures CB and AC are schematics of this system. The following tables describe the system in
more detail

Lift Stations

The plant is treating the sewage to Class B effluent standards which is suitable for reuse in the golf course



Size

I
I

I

i
I

Material Length (Feet)

4-inch
i

I

I
PVC

Quantity K|Type

Standard 365 I
Drop 2

I

Quantity

14

1 Diameter Material

6-1nch

10-inchI

PVC 201

PVC 89,2138-inch

PVC 7,426
l 12-inch PVC

15 -inch PVC

12,300
6,086

Length (Feet)Diameter Material

4-inch PVC 1,511
8-inchi PVC 2

I Total: 16
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Force Mains

Manholes

Cleanouts

Collection Mains

Length (Feet)

Service Laterals

3,000 n



Year Nos. of Customers
2003 N/A Reported
2004 775 Reported
2005 1,054 Reported
2006 1,186 Reported
2007 1,237 Reported
2008 1,342 Estimated
2009 1,434 Estimated
2010 1,525 Estimated
2011 1,617 Estimated
2012 1,708 Estimated
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c. WASTEWATER FLOW

Arizona Gateway System

Figure 4A is a graphic illustration of the wastewater How data from Arizona Gateway WWTP
during the test year of 2007. The average daily flows experienced the highest flow of 2,306 GPD
in January and the peak day flow occurred in December when 3,500 GPD flow was recorded.
Staff concludes that the Arizona Gateway treatment plant has adequate capacity to treat its
existing and future customers in Arizona Gateway service area.

Wishing Well System

Figure 4B is a graphic illustration of the wastewater flow data from Wishing Well WWTP during
the test year of 2007. The average daily flows experienced the highest flow of 214,419 GPD in
December and the peak day flow occurred in September when 279,000 GPD flow was recorded.
Staff concludes that the Wishing Well treatment plant has adequate capacity to treat its existing
and next five year growth customers in Wishing Well service area.

D. GROWTH

Based on the service connection data in the Company's annual reports, the number of customers
in the Mohave Wastewater District increased from 775 at the end of 2004 to 1,237 by the end of
2007, with an average growth rate of 91 customers per year from 2004 to 2007. Based on the
linear regression analysis, the Company could have over 1,700 customers by the end of 2012.
The following table summarizes actual and projected growth in the Company's existing
certificated service area.

Table 1 Actual and Projected Growth in Mohave Sewer Service Area
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E. ARIZONA
COMPLIANCE

DEPARTMENT OF ENVIRONMENTAL QUALITY ("ADEQ")

ADEQ regulates the wastewater systems under Permit Nos. 30157 and 36948 for Wishing Well
System and Permit No. 36949 for Arizona Gateway System. Per the February 5, 2008
Compliance Status Reports issued by ADEQ, both systems are in full compliance for operation
and maintenance, operator certification and discharge permit limits.

F. ARIZONA CORPORATION COMMISSION ("ACC") COMPLIANCE

A check with the Utilities Division Compliance Section showed no delinquent compliance items.

Onsite Facilities Hookup Fee ("OF HF") Tars

The Company currently has an approved OF HF Tariff It appears that the Company has failed to
comply with the reporting requirement contained in the OF HF tariff in Figure 7. Staff
recommends approval of the OF HF tariff in Figure 7. The Company shall submit a calendar year
Off-Site Facilities Hook-Up Fee status report each January 31st to Docket Control for the prior
twelve (12) month period, beginning January 31, 2010, until the hook-up fee tariff is no longer in
effect. This status report shall contain a list of all customers that have paid the hook~up fee tariff,
the amount each has paid, the amount of money spent from the account, the amount of interest
earned on the tariff account, and a list of all facilities that have been installed with the tariff funds
during the 12 month period. The first report shall cover the time frame from inception of this
tariff through December 31, 2009.

G. DEPRECIATION RATES

Decision No. 69440 (dated May l, 2007) approved the depreciation rates used by Mohave
Wastewater District in this rate proceeding except that the Company reorganized the authorized
rates utilizing the National Association of Regulatory Commissioners' ("NARUC") latest plant
account matrix as presented in Figure 6.

Staff recommends the depreciation rates presented by NARUC account in Figure 6.

H. OTHER ISSUES

1. Service Line Connection Charges

The Company requested that service line connection charges for all classes be determined on an
individual case basis. Staff believes that the Company requests are reasonable and recommends
approval.



z

Current
Charges

Proposed Charges Staff Recommendation
total charges

Residential $250 Actual CostActual Cost

$250 Actual Cost
I

Actual Cost

$250 Actual Cost Actual Cost

Actual Cost Actual Cost

Actual Cost Actual Cost

$250 Actual Cost

Commercial

School

Multiple Dwelling

Mobile Home Park

Effluent

Actual Cost

Actual Cost

Actual Cost

Annual Cost

"Ir
l Cost per test

No. of
tests per
year

Fecal Coliform -
monthly

$27 12 $324

\ BOD (effluent) weekly $40 52 $2,080

TSS (effluent) -- weekly $15 52 $780
I Total Nitrogen -
monthly

$100 12 $1,200

$4,384
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Table 2 Service Line Connection Charges (Mohave WW)

2. Chemical Testing Expenses

Arizona Gateway System

The Company's estimated annual water testing expense for Arizona Gateway System (07-695) is
$4,384. Staff concludes that this estimate is reasonable. (See Table 3)

Table 3 Wastewater Testing Cost (Arizona Gateway LLC -APP Permit #P36949)

Wishing Well System

The Company's estimated annual water testing expense for Wishing Well System is $7,019.
Staff concludes that this estimate is reasonable. (See Table 4)



No. of
tests per
year

$5,616

Annual Cost

Fecal Coliform .- daily (4
min per week)

$27 208

TCLP Bio-solids
(metals) - annually

$260 1 $260

$20

Total Nitrogen (effluent)
- quarterly

$100 4

Fluoride (effluent)
annually

$20 1

Cyanide (effluent) -
annually

$73
1 I

$73

Metals (effluent) -
annually

$210 1 $210

$250
|

I
5
i

VOC's (effluent)
annually

$250 1

Semi-Volatile Organics
(effluent) annually

$190 1 $190

$7,019

NARUC
Acct #

Description Per the
Company's Acct
#

Item Description Information
firm the
Company ($)

Staff
recommended
Total costs($)

354 Structure &
Improvements

976,643.6

354200Structures
and
Improvements
354400-ww strict Fence (barrier, gate, 5,510.40
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Table 4 Wastewater Testing Cost (Wishing Well - APP Permit # Pl050l0)

Cost per test

Therefore, Staff recommends water testing expenses be adjusted for purposes of this rate case to
the Company's total estimated annual expense amount of $11,403 .

3. Wishing Well Treatment Plant Expansion

The Company began its Wishing Well Treatment Plant expansion project in 2007. The 250,000
GPD plant was incapable of properly treating wastewater flow, and therefore, the Company
expanded the treatment capacity to 500,000 GPD. This construction work was completed and
plant was in service in summer 2008. The total cost of the construction was $4,276,039 The
itemized costs per NARUC accounts are listed in the table below:



&ImpTDP masonry, palisade, wire
mesh, wooden)

I

354400-ww stnlct
& I TDP

landscaping 68,789.75

354400-ww strict
& Imp TDP

Vault/chamber/pit
(concrete, fiberglass,
plastic, steel)

201,194.81

354400-ww strict
& Imp TDP

Roofing 100,825.56

354400-ww strict
& Imp TDP

Railing & Grating 2,078.00

I

354400-ww strict
&  I TDP

Electrical -- wiring/conduit 62,501.86

354400-ww strict
& Imp TDP

Electrical - transformer 94,630.96

354400-ww strict
& Imp TDP

Electrical - surge/transient
equip (lightning arrestors)

35,008.91

354400-ww strict
& Imp TDP

Electrical - disconnect
(fused, manual, spring
loaded)

287,073.06

I

354400-ww strict
&  I TDP

Electrical -
distribution/li I ting panel

119,030.29

355 Power
Generation
Equipment

355400-ww
power gen equip
TDP

Generator (alternator - AC,
DC)

139,597.22 186,696.08

354400-ww strict
& Imp TDP

Electric .--
Changeover/Transfer sMutch
(Auto, manual)

47,098.86

361 Sewer
Collection

361100-ww
collecting mains

Pipe & fittings (PVC l0") 2,096.15 146,946.40

361100-ww
collecting mains

Pipe & fittings (PVC la") 38,429.51

361100-ww
collecting mains

Pipe & fittings (PVC 16") 80,701 .96

361100-ww
collecting mains

Pipe & fittings(p l c l 8") 6,113.79

361100-ww
collecting mains

Manhole/catch basin 19,604.99

364 Flow meter
device

380000-ww TD
Equipment

Meters - process(c1osed
pipe time of fight,
magnetic, multi-jet,
programmable, open
channel, ultrasonic paddle,
propeller, thermal mass
flow, ultrasonic, vertex Rota
meter)

18,484.70 18,487.70
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371 Pumping
Equipment

371100-ww pump
Equip l l

Submersible centrifugal

p

6,611.73 6,611.73

380 Treatment and
Disposal Equip

2,819,S17.1S

380100 WW TD
Equip :
Sedimentation
tanks/ACC
380000-ww TD
Equip

Clarifier tanks 464,984.14

380000-ww TD
Equip

Clarifier (decanter) 565,532.19

380000-ww TD
Equip

Pretrement - aerator
(cascade, diffused air,
multiple tray, spray)

514,005.22

Subtotal 1,544,521.55
380300 WWTD
Equip: sludge
dry/filter
380000-ww TD
Equip

Galvanized 2" 13,483.33

380000-ww TD
Equip

Galvanized 3" 784.20

380000-ww TD
Equip

Galvanized 4" 4,542.48

380000-ww TD
Equip

Steel 6" 11,157.88

380000-ww TD
Equip

Steel 8" 1,435.29

380000-ww TD
Equip

Steel 10" 12,763.15

380000-ww TD
Equip

Press (Auger/Screw, belt,
centrifhgaVcentrifL1ge, filter,
lise, picket fence
thickener, plate & flame,
washpactor)

220,585.25

380000-ww TD
Equip

Compressor (centrifugal,
liquid ring, liquid ring oil
Hee, Millbury aeromixer,
positive displacement)

56,014.26

Subtotal 320,765.84
380500 WW TD
Equip: chemical
treatment plant
380000-ww TD
Equip

Pipe & fitting (PVC 1") 9,944.87

380000-ww TD
Equip

Pipe & fitting (plc 2") 476.12

380000-ww TD Pipe & fitting (DIP 3") 5,951.51

Arizona-American Water Company
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Equip
380000-ww TD
Equip

Pipe & fitting (DIP 6") 12,603.21

380000-ww TD
Equip

Pipe & fitting (DIP 12") 82,448.76

380000-ww TD
Equip

Pipe & fitting (DIP l4") 57,644.26

380000-ww TD
Equip

Pipe & fitting (DIP 16") 83,381.46

380000-ww TD
Equip

Chemical Feed - Liquid
metering pump/Feeder

53,493.61

380000-ww TD
Equip

Gas dispenser 158,221.66

Subtotal 464,165.46
380600WW TD
Equip: other
disposal
380000-ww TD
Equip v

Grit removal (cyclone,
detritor, 't dredger, screw)

135,355.09

380000-ww TD
Equip

Blower (fan, rotary lube,
turbine)

292,182.67

380000-ww TD
Equipment

Flow control (valves) 62,526.54

Subtotal 490,064.30

396 Communication
equip

380000-ww TD
Equip

Logic controller 25,570.16 110,425.89

380000-ww TD
Equip

antenna 39,627.37

380000-ww TD
Equip

Auto dialers 1.268.72

380000-ww TD
Equip

DPC/RTU 25,570.16

380000-ww TD
Equip

Telemetry equip 18,389.48

397 Misc Equip 3970000-ww
Misc Equip

eyewash 10,713.43 10,713.43

Total 4,276,038.98

Arizona-American Water Company
Mohave Wastewater District
Docket No. WS-01303A-08-0227
Page 10



Arizona-American Water Company
Mohave District - Wastewater
Docket No. WS-01303A-06-0491
Page 11

FIGURES
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Figure 1

MOHAVE SEWER CERTIFICATED AREA

Arizona American Water Company (Sewer)

Mohave County nnzllw 251TrI
|_

'.

L.. z1u:1w

I

I

zunzzw

r1
(
\ _

\

/ I

..."19l4zz w;

1sn2ow
I

I

I

1an1sw
nnazw I

I

I

I

I
11ll19w

1?N2f W
|

\
4"

*

1sllz1w

I

\.__

1¢.snzaw

\x

1sll1sw

v\l4ulaA

. - IW Clm

\W-l*lA

1-11 \*1UU|1C-

I

y

I

I

I

9

I

.m

I

I

I

I

I
I



C O U N T YM O H A V E ( S E W E R )

8 9
1

-\5

UTTLEFIEID \ ahs

4z47

1
f

Y

r

I
r
.|
I
I

I r\ \rI
4,

K 1303 I ARlZONA~A\4FRICAN wATER C`OMPAN\'

( 2812 \ BIAS! w Ar e R COMPANY INC.

( 4247 \ SUNRISE UTILITIES. LLC

I 3586 I SUNRISE VISTAS UTILITIES C()MPA\§Y

f

!
I
I

as

I-th
BULLHEAD

CITY

3586

OATMAN 9
L11 5

WEGOLDEN
SHORES\

95

I
!
I
;
I
I

,w
s»

' o
KINGMAN

LAKE HAVASUr

01/I0/0

Arizona American Water Company
Mohave District .. Wastewater
Docket No. WS-01303A-06-0491
Page 13

Figure 2

LOCATION OF MOHAVE SEWER DIVISION
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FIGURE PA

MOHAVE SEWER SYSTEMATIC FLOW DIAGRAM
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FIGURE CB

MOHAVE SEWER SYSTEMATIC FLOW DIAGRAM



Arizona- American Water Co. Mohave District Sewer - Wishing Well System

4 Mountain View
Drive L i ft  Salon

Mountain View Subdivision &
Logo Grandiens Subdivision

|Logo Cove Lift Station

Sewer firm 10 lots in Lago Cove
Subdivision

9
sn-1
no
r :nn
s.a
:
m'<unn
a

1

Wishing Well WWTF

10-17-08

Arizona American Water Company
Mohave District - Wastewater
Docket No. WS-01303A-06-0491
Page 16

FIGURE AC

MOHAVE SEWER SYSTEMATIC FLOW DIAGRAM
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FIGURE 4A

WASTEWATER FLOW FROM ARIZONA GATEWAY SERVICE AREA (IN MOHAVE

WASTEWATERDIVISION)
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FIGURE 4B

WASTEWATER FLOW FROM WISHING WELL SERVICE AREA Qv1oHAvE
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Actual & Projected Growth In Arizona American Water
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FIGURE 5

PROJECTED AND ACURATE GROWTH IN MOHAVE WASTEWATER DISTRICT



\ NARUC
Acct #

Depreciable Plant Decision
#69440

I O

Rate (%)
Mohave WW

District
pro sea

0.00 0

Company' s
Acct #.

301000301

303I

g
i

302000 Franchises 0.00 0

303200
303300
303500
303600

Land & Land Rights
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG

0.00
0.00
0.00
0.00 w304

304100
304200
304300
304400
304510
304600
304700

Structure Improvements
Structure Improvements SS
Structure Improvements P
Structure Improvements WT
Structure Improvements TD
Structure Improvements AG Cap Lease
Structure Improvements Office
Structure Improvements Store, Shop, Garage

0.00
0.00
0.00
0.00
0.00
0.00
0.00

305000 Collection & Improvement 0.00 I
307000 Wells & Springs 0.00 I

311200
Pump Equipments
Pump Equipments Electric 0,00

E

320100
Water Treatment Plant
Water Treatment Plant Non-Media 0.00

330000
Reservoirs & Standpipes
Reservoirs & Standpipes 0.00

331001
331100
331200
331300

Mains, Transmissions
TD Mains Not Classified by
TD Mains 4 in & less
TD Mains 6 in to 8 in
TD Mains 10 in to 16 in

0.00
0.00
0.00
0.00

333000 Services 0.00

334100
334200

Meters
Meters
Meter installation

0.00
0.00

335000 Hydrants 0.00

»

340100
340200
340300

Office Furniture
Office Furniture & equipment
Computer & Periph equipment
Computer software

4.04
4.04
37.71

34100
Transportation
Transportation Equipment Lt Duty Trucks 0.00

342000 Stores Equipment N/A I

343000 Tool, Shop, Garage Equipment N/A .E

344000 Lab Equipments N/A I
345000 Power Operated Equipment N/A

346100
346200
346300

Communication Equipments

CoImnunication Equip non-telephone

Colmnunication Equip telephone

Colmnunication Equip Other

3.66
9.76
6.19

351000 Wastewater ("WW") Organization N/A N/A

352000 WW Franchise 0.00 N/A

305
307
311

320

330

331

333
334

335
340

341

342
343

344
345
346

351
352

3
I
i

0
0
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Figure 6 Depreciation Rates for Mohave - Wastewater

Staff
Recommended

Rate ( % )

i

!i



353 Land & Land Rights N/A N/A 0

354

I
I

354200
Structure Improvements
WW Collection: Structures and Improvements 2.80 2.80 2.80

355Q N/A Power Generation Equipment N/A N/A 5.00

360

380

i
I
I
l
l

382

360000 WW Force Mains 1.00 2.00 2.00

361100 WW collection Mains 1.00 2.00 2.00

362000 WW special collection structures 1.00 2.00 2.00

363000 WW sewer service connections 2.04 2.04 2.04

364000 Flow Measuring Devices 5.42 5.42 10.00
N/A Flow Measuring Installations N/A N/A 5.00

380650 Receiving Well N/A N/A 5.00
371100 WW pump equipment: electric 5.42 5.42 5.42

N/A Reuse Distribution Reservoir N/A N/A 2.50

N/A Reuse Transmission and Distribution System N/A N/A 2.00

380100

380300
380500

380600

Treatment & Disposal Equipment
WW Treatment & Disposal Equipment:
Sedimentation tanks/ACC
Treatment & Disposal Equipment: sludge dry/filter
Treatment & Disposal Equipment: chemical treatment
plant
WW Treatment & Disposal Equipment other disposal

3.60

5.00
5.00

5.00

3.60

5.00
5.00

5.00

3.60

5.00
5.00

5.00

N/A Plant Sewers N/A N/A 5.00

382000 WW Outfall Line N/A N/A 4.00

389

392

389100 WW Other Plant & Misc Equipment Inf N/A N/A 6.67
390000 Office Furniture & Equipments N/A N/A 6.67

391000 WW transportation equipment N/A N/A 15.00

392000 WW stores equipment N/A N/A 4.00

393

396

393000 Wastewater Tools, Shop, Garage Equipment 4.47 4.47 4.47

344000 Lab equipments 3.71 3.71 3.71
N/A Power Operated Equipment N/A N/A 5.00

397

361

362
363

364
365

370
371

374
375

382
389

390

391

392
393

394
395

396
397

396000 Communication Equipment N/A 10.30

397000 WW Misc Equipment N/A 5.10 5.10

398 39800 Other plants N/A 0.00 0.00
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FIGURE 7
TARIFF SCHEDULE

UTILITY: Arizona-American Water Company -
DOCKET NO.: WS-01303A-08-0227

DECISION NO.
EFFECTIVE DATE:

OFF-SITE FACILITIES HOOK-UP FEE

1. Purpose and Applicabilitv

The purpose of the off-site facilities hook-up fees payable to Arizona-American Water Company
- Mohave Wastewater District ("the Company") pursuant to this tariff is to equitably apportion
the costs of constructing additional off-site facilities to provide wastewater treatment plant
facilities among all new service laterals. These charges are applicable to all new service laterals
established after the effective date of this tariff. The charges are one-time charges and are
payable as a condition to Company's establishment of service, as more particularly provided
below.

11. Definitions

Unless the context otherwise requires, the definitions set forth in R-l4-2-601 of the Arizona
Corporation Commission's ("Commission") rules and regulations governing sewer utilities shall
apply interpreting this tariff schedule.

"Applicant" means any party entering into an agreement with Company for the installation of
wastewater facilities to serve new service laterals, and may include Developers and/or Builder of
new residential subdivisions.

"Company" means Arizona-American Water Company - Mohave Wastewater District .-

"Collection Main Extension Agreement" means any agreement whereby an Applicant, Developer
and/or Builder agrees to advance the costs of the installation of wastewater facilities to the
Company to serve new service laterals, or install wastewater facilities to serve new service
laterals and transfer ownership of such wastewater facilities to the Company, which agreement
does not require the approval of the Commission pursuant to A.A.C. R-14-2-606, and shall have
the same meaning as "Wastewater Facilities Agreement".

"Off-site Facilities" means the wastewater treatment plant, sludge disposal facilities, effluent
disposal facilities and related appurtenances necessary for proper operation, including
engineering and design costs. Offsite facilities may also include lift stations, transportation
mains and related appurtenances necessary for proper operation if these facilities are not for the
exclusive use of the applicant and benefit the entire wastewater system.



TREATMENT PLANT HOOK-UP FEE TARIFF TABLE

Service Lateral Size Factor Fee

4-inch 1 $785*
6-inch 2 $1,570
8-inch 3% $2,748
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"Service Lateral" means and includes all service laterals for single-family residential or other
uses.

III. Off-Site Facilities Hook-up Fee

For each new service lateral, the Company shall collect an off-site facilities hook-up fee as listed
in the following table:

* Established per Decision No. 69440.

Iv. Terms and Conditions

(A) Assessment of One Time Off-Site Facilities Hook-up Fee: The off-site facilities hook-up
fee may be assessed only once per parcel, service lateral, or lot within a subdivision (similar to a
service lateral installation charge).

(B) Use of Off-Site Facilities Hook-up Fee: Off-site facilities hook-up fees may only be used
to pay for capital items of off-site facilities, or for repayment of loans obtained for installation of
off-site facilities. Off-site hook-up fees shall not be used for repairs, maintenance, or operational
purposes.

(C) Time of Payment:

(1) In the event that the person or entity that will be constructing improvements ("Applicant",
"Developer" or "Builder") is otherwise required to enter into a Collection Main Extension
Agreement, payment of the fees required hereunder shall be made by the Applicant,
Developer or Builder when operational acceptance is issued for the on-site wastewater
facilities constructed to serve the improvement.

(2) In the event that the Applicant, Developer or Builder for service is not required to enter
into a Collection Main Extension Agreement, the charges hereunder shall be due and
payable at the time wastewater service is requested for the property.

(D) Off-Site Facilities Construction By Developer: Company and Applicant, Developer, or
Builder may agree to construction of off-site facilities necessary to serve a particular
development by Applicant, Developer or Builder, which facilities are then conveyed to
Company. In that event, Company shall credit the total cost of such off-site facilities as an offset
to off-site hook-up fees due under this Tariff If the total cost of the off-site facilities constructed
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by Applicant, Developer or Builder and conveyed to Company is less than the applicable off-site
hook-up fees under this Tariff, Applicant, Developer or Builder shall pay the remaining amount
of off-site hook-up fees owed hereunder. If the total cost of the off-site facilities contributed by
Applicant, Developer or Builder and conveyed to Company is more than the applicable off-site
hook-up fees under this Tariff, Applicant, Developer or Builder shall be refunded the difference
upon acceptance by the Company (of the off-site facilities).

(E) Failure to Pay Charges, Delinquent Payments: The Company will not be obligated to
provide wastewater service to any Developer, Builder or other applicant for service in the event
that the Developer, Builder or other applicant for service has not paid in full all charges
hereimder. Under no circumstances will the Company connect service or otherwise allow service
to be established if the entire amount of any payment has not been paid.

(F) Off-Site Hook-Up Fees Non-refundable: The amounts collected by the Company pursuant
to the off-site facilities hook-up fee tariff shall be non-refundable contributions in aid of
construction.

(G) Use of Off-Site Hook-Up Fees Received: All funds collected by the Company as off-site
facilities hook-up fees shall be deposited into a separate interest bearing trust account and used
solely for the purposes of paying for the costs of off-site facilities, including repayment of loans
obtained for the installation of off-site facilities.

(H) Off-Site Facilities Hook-up Fee in Addition to On-site Facilities: The off-site facilities
hook-up fee shall be in addition to any costs associated with the construction of on-site facilities
under a Collection Main Extension Agreement.

(I) Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing funds collected pursuant to the off-site facilities hook-up fees, or if the off-
site facilities hook-up fee has been terminated by order of the Arizona Corporation Commission,
any funds remaining in the trust shall be refunded. The manner of the refund shall be determined
by the Commission at the time a reiiund becomes necessary.

(J) Status Reporting Requirements to the Commission: The Company shall submit a calendar
year Off-Site Facilities Hook-Up Fee status report each January 31" to Docket Control for the
prior twelve (12) month period, beginning January 31, 2009, until the hook-up fee tariff is no
longer in effect. This status report shall contain a list of all customers that have paid the hook-up
fee tariff, the amount each has paid, the amount of money spent from the account, the amount of
interest earned on the tariff account, and a list of all facilities that have been installed with the
tariff funds during the 12 month period.
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1 INTRODUCTION

2 Q Please state your name, occupation, and business address

My name is David C. Purcell. I am President and Senior Economist of Technical

Associates, Inc. My business address is Suite 601, 1051 East Cary Street, Richmond

Virginia 23219

7 Q Please summarize your educational background and professional experience

I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic

Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia

I have been a consulting economist with TechnicalCommonwealth University.

I have provided cost of capital testimony in public utility

raternaking proceedings, dating back to 1972. In connection with this, I have previously

filed testimony and/or testified in over 400 utility proceedings before about 40 regulatory

Associates since 1970.

agencies in the United States and Canada. Attachment 1 provides a more complete

description of my education and relevant work experience

17 Q What is the purpose of your testimony in this proceeding

I have been retained by the Utilities Division Staff to evaluate the cost of capital aspects of

the current filing of Arizona-American Water Company ("AAWC" or "Company"). I

have performed independent studies and am making recommendations of the current cost

of capital for AAWC. In addition, since AAWC is a subsidiary of American Water Works

Company, Inc. ("AWW"), I have also evaluated this entity in my analyses

24 Q Have you prepared an Exhibit in support of your testimony

Yes, I have prepared one exhibit, made up of twelve Schedules, identified as Schedule l

through Schedule 14. These Schedules were prepared either by me or under my direction
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1 The information contained in these schedules is correct to the best of my knowledge and

belief.2

3

4 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q, What are your recommendations in this proceeding?

A. My overall cost of capital recommendations for AAWC are:

5

6

7

8

9

10

Short-Term Debt
Long-Tenn Debt
Common Equity

Total

Percent
10.98%
47.70%
41.62%
100.00%

Cost
5.367%
5.463%
9.5-10.5%

Return
0.59%
2.59%
3.95-4.37%
7.13-7.55%

11

12

13

14

AAWC's application requests a return on common equity of 11.75 percent and overall rate

of return of 8.40 percent. I propose a return on common equity of 10.0 percent and an

overall rate of return of 7.34 percent.

15

16

17

Q- Please summarize your cost analyses and related conclusions for AAWC.

18

19

20

21

22

23

This proceeding is concerned with AAWC's regulated water utility operations in Arizona.

My analyses are concerned with the Company's total cost of capital. The first step in

performing an analysis of the Company's cost of capital is the development of the

appropriate capital structure. AAWC's proposed capital structure is comprised of 46.75

percent common equity and 53.25 percent long-term debt. This capital structure is the

projected December 1, 2008, capital structure of the Company. I use a capital structure in

my cost of capital analyses that contains short-tenn debt.

Z4

25

26

A.

The second step in a cost of capital calculation is a detennination of the embedded cost

rates of debt. AAWC's application uses a long-term debt cost rate of 5.463 percent, which
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reflects the Company's projected cost at December 31, 2008. I have used the same rate

for this item as is proposed by the Company. For the cost of short-term debt, Fuse the rate

cited in the Company's filing

The third step in the cost of capital calculation is the estimation of the cost of common

equity. I have employed three recognized methodologies to estimate the cost of equity for

AAWC. Each of these methodologies is applied to three groups of proxy water utilities

These three methodologies and my findings are

Methodology
Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

Range
9.5-10.5%
10.2-10.59
9.5-10.5%

Based upon these findings, I conclude that the cost of common equity for AAWC is within

a range of 9.5 percent to 10.5 percent. I recommend the mid-point of my cost of equity

range (10.0 %)

Combining these three steps into a weighted cost of capital results in an overall rate of

return range of 7.13 percent to 7.55 percent. My recommended 10.0 percent cost of equity

results in an overall cost of capital of 7.34 percent

21

22

ECONOMIC/LEGAL PRINCIPLES AND METHODOLOGIES

What are the primary economic and legal principles that establish the standards for

determining a fair rate of return for a regulated utility

Q

Public utility rates are normally established in a manner designed to allow the recovery of

their costs, including capital costs. This is frequently referred to as "cost of service

ratemaking. Rates for regulated public utilities traditionally have been primarily
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1

2

3

4

established using the "rate base - rate of return" concept. Under this method, utilities are

allowed to recover a level of operating expenses, taxes, and depreciation deemed

reasonable for rate-setting purposes, and are granted an opportunity to earn a fair rate of

return on the assets used and useful (g, rate base) in providing service to their customers.

5

6

7

8

9

The rate base is derived from the asset side of the utility's balance sheet as a dollar amount

and the rate of return is developed from the liabilities/owners' equity side of the balance

sheet as a percentage. The revenue impact of the cost of capital is thus derived by

multiplying the rate base by the rate of return (including income taxes).

10

11

12

13

14

The rate of return is developed from the cost of capital, which is estimated by weighting

the capital structure components (i.e., debt, preferred stock, and common equity) by their

percentages in the capital structure and multiplying these by their cost rates. This is also

known as the weighted cost of capital.

15

16

17

18

19

20

21

22

23

24

25

Technically, "fair rate of return" is a legal and accounting concept that refers to an ex post

(after the fact) earned return on an asset base, while the cost of capital is an economic and

financial concept which refers to an ex ante (before the fact) expected or required return

on a liability base. In regulatory proceedings, however, the two terns are often used

interchangeably, as I have done in my testimony.

From an economic standpoint, a fair rate of return is normally interpreted to mean that an

efficient and economically managed utility will be able to maintain its financial integrity,

attract capital, and establish comparable returns for similar risk investments. These

concepts are derived from economic and financial theory and are generally implemented

using financial models and economic concepts.

26
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Although I am not a lawyer and I do not offer a legal opinion, my testimony is based on

my understanding that two United States Supreme Court decisions provide the main

standards for a fair rate of return. The first decision is Bluefield Water Works and

Improvement Co. v. Pub. Serf. Comm'n of W. Va., 262 U.S. 679 (1923). In this decision

the Coult stated

What annual rate will constitute just compensation depends upon many
circumstances and must be determined by the exercise of fair and
en lighten edjudgment, having regard to all relevant facts. A public utility
is entitled to such rates as will permit it to earn a return on the value Q
the property which it employs for the convenience of the public equal to
that generally being made at the same time and in the same general part
,f the country on investments in other business undertakings which are

attended by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures. " The return should be
reasonably sucient to assure confdenee in the /inaneial soundness of
the utility, and should be adequate, under ejfieient and economical
management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its public duties. A rate of
return may be reasonable at one time, and become too high or too low by
changes affecting opportunities for investment, the money market, and
business conditions generally. [Emphasis added.]

It is my understanding that theBluefield decision established the following standards for a

fair rate of return: comparable earnings, financial integrity, and capital attraction. It also

noted the changing level of required returns over time as well as an underlying assumption

that the utility be operated in an efficient manner

The second decision is Fed. Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591

(1942). In that decision, the Court stated

The rate-making process under the [Natural Gas] Act, i.e., the fixing of
just and reasonable' rates, involves a balancing of ire investor and

consumer interests From the investor or company point of view it is
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important that there be enough revenue not only for operating expenses but
also for the capital costs of the business. these include service on the debt
and dividends on the stock. By that standard the return to the equity owner
should be commensurate with returns on investments in other enterprises
having corresponding risks. that return, moreover, should be sufficient to
assure confidence in the financial integrity of the enterprise, so as to
maintain its credit and to attract capital. [Emphasis added.]

The three economic and financial parameters in the Bluefield and £ decisions

comparable earnings, financial integrity, and capital attraction - reflect the economic

criteria encompassed in the "opportunity cost" principle of economics. The opportunity

cost principle provides that a utility and its investors should be afforded an opportunity

(not a guarantee) to am a return commensurate with returns they could expect to achieve

on investments of similar risk. The opportunity cost principle is consistent with the

fundamental premise, on which regulation rests, namely, that it is intended to act as a

surrogate for competition

I understand that because Arizona is a "Fair Value" state, Hope and Bluefield do not set

forth the legal requirements applicable to determining fair rate of return in Arizona. In

Simms v. Round Valley Light & Power Co., 294 P.2d 378 (1956), the Arizona Supreme

Court took exception to application of the following principle in Arizona since the

Constitution mandates consideration of fair value

In the Hope case the court, in testing the reasonableness orates/ixed by
the Federal Power Commission under the Natural Gas Act. 15 US.C.A
Section 7]7 et seq., after holding that congress had provided no formula by
which just and reasonable rates were to be determined, ruled that it was
the fnal result reached and not the method used in reaching the result that
was controlling and that it was unimportant to 'determine the various
permissible ways in which any rate base on which the return in computed
might be arrived at
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1

2

3

4

My testimony does not advocate that the Commission ignore the Simms holding in this

regard, or the fair value of AAWC's property, which it is required to consider under article

15, section 14 of the Arizona Constitution. Rather, I find the Hope and Bluefield

decisions to be helpful in their discussion of comparable earnings, financial integrity and

5 capital attraction.

6

7 Q- How can these parameters be employed to estimate the cost of capital for a utility?

8

9

10

11

Neither the courts nor economic/financial theory have developed exact and mechanical

procedures for precisely determining the cost of capital. This is the case because the cost

of capital is an opportunity cost and is prospective-looking, which dictates that it must be

estimated.

12

13

14

15

16

17

18

There are several useful models that can be employed to assist in estimating the cost of

equity capital, which is the capital structure item that is the most difficult to determine.

These include the Discounted Cash Flow ("DSC"), Capital Asset Pricing Model

("CAPM"), Comparable Earnings ("CE") and Risk Premium ("RP") methods. Each of

these methods (or models) differs from the others and each, if properly employed, can be a

useful tool in estimating the cost of common equity for a regulated utility.

19

20 Q- Which methods have you employed in your analyses of the cost of common equity in

21 this proceeding?

22 I have utilized three methodologies to determine AAWC's cost of common equity: the

23

24

25

DCF, CAPM, and CE methods. I have not employed a RP model in my analyses

although, as I indicate later, my CAPM analysis is a form of the RP methodology. Each

of these methodologies will be described in more detail in my testimony that follows.

26

A.

A.
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1 GENERAL ECONOMIC CONDITIONS

2 Q.
r

3

Why are economic and financial conditions important in determining the costs of

capital?

4

5

6

7

8

9

10

11

12

The costs of capital, for both fixed-cost (debt and preferred stock) components and

common equity, are determined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs

of capital: the level of economic activity (i.e., growth rate of the economy), the stage of

the business cycle (i.e., recession, expansion, or transition), and the level of inflation, and

expected economic conditions. My understanding is that this position is consistent with

the Supreme Court Bluefield decision that noted "[a] rate of return may be reasonable at

one time, and become too high or too low by changes affecting opportunities for

investment, the money market, and business conditions generally."

13

14 Q- What indicators of economic and financial activity have you evaluated in your

15 analyses?

16

17

18

19

20

I have examined several sets of economic statistics from 1975 to the present. I chose this

time period because it permits the evaluation of economic conditions over three full

business cycles plus the current cycle to date, allowing for an assessment of changes in

long-term trends. This period also approximates the beginning and continuation of active

rate case activities by public utilities.

21

22

23

24

25

26

A.

A.

A business cycle is commonly defined as a complete period of expansion (recovery and

growth) and contraction (recession). A full business cycle is a useful and convenient

period over which to measure levels and trends in long-term capital costs because it

incorporates the cyclical (i.e., stage of business cycle) influences, and thus, permits a

comparison of structural (or long-tenn) trends.
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1 Q- Please describe the timeframe of the three prior business cycles and the most recent

2

3

cycle.

The three prior complete cycles and current cycle cover the following periods:

4

5

6

7

Business Cycle
1975-1982
1982-1991
1991-2001
Current

Expansion Cycle
Mar. 1975-July 1981
Nov. 1982-July 1990
Apr. 1991 -Mar. 2001
Dec. 2001-Nov. 2007

Contraction Period
Aug. 1981-0ct. 1982
Aug. 1990-Mar. 1991
Apr. 2001 -Nov. 2001
Dec. 2007-Present

8

9 Q_

10

Do you have any general observations concerning the recent trends in economic

conditions and their impact on capital costs over this broad period?

11

12

13

14

15

Yes, I do. As I will describe below, until recently the U.S. economy has enjoyed general

prosperity and stability over the period since the early 1980s. This period has been

characterized by longer economic expansions, relatively tame contractions, relatively low

and declining inflation, and declining interest rates and other capital costs. The current

business cycle began in late 2001, following a somewhat modest recession earlier in the

16 year.

17

18

19

20

Over the past two years, on the other hand, the economy has slowed significantly, initially

as a result of the 2007 collapse of the "sub-prime" mortgage market and related liquidity

crises in the financial sector of the economy. During 2008, this financial crisis intensified

21 with a more broad-based decline, initially based on an intensive increase in petroleum

22

23

prices and an increasing decline in the U.S. financial sector culminating with the collapse

and/or bailouts of a substantial number of long-standing institutions such as Bear Stearns,

24 Lehman Brothers, Merrill Lynch, Freddie Mac, Fannie Mae and AIG. This crisis has

25

26

A.

A.

recently been described as the worst financial crisis since the Great Depression. The U.S.

government is in the process of implementing unprecedented actions to attempt to correct
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or minimize this crisis. As of this time the effects of these potential actions are unclear

There is presently a general acceptance that the economy is already in a recession. Should

the economy incur a significant recession, which is increasingly evident, the impacts on

cost of capital would likely be characterized by lower utility growth and declining capital

costs due to a decline in corporate profits and expected earnings growth. It is also clear

that a serious recession would have negative impacts on AAWC's customers, in terms of

income levels, unemployment and profits. Clearly, this is no environment in which to

increase the profit levels for a regulated monopoly such as AAWC

10 Q Please describe recent and current economic and financial conditions and their

impact on the costs of capital

Schedule 2 shows several sets of economic data. Pages 1 and 2 contain general

macroeconomic statistics while pages 4 through 6 contain financial market statistics

Pages l and 2 show that the U.S. economy ended 2007 as the sixth year of an economic

expansion although, as indicated previously, the economy apparently entered a recession

at the end of the year. This is indicated by the growth in real (i.e., adjusted for inflation)

Gross Domestic Product, industrial production, and the unemployment rate. This recent

expansion was characterized as slower growth, in comparison to prior expansions. This

resulted in lower inflationary pressures and interest rates. Economic indicators in 2008

reflect significantly declining growth in GDP and industrial production and a substantial

increase in the unemployment rate, all of which are indicative of a recession

The rate of inflation is also shown on pages 1 and 2. As is reflected in the Consumer Price

Index ("CPI"), for example, inflation rose significantly during the 1975-1982 business

cycle and reached double-digit levels in 1979-1980. The rate of inflation declined

substantially in 1981 and remained at or below 6.1 percent during the 1983-1991 business
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1

2

3

4

5

cycle. Since 1991, the CPI has been 4.1 percent or lower. The 4.1 percent rate of inflation

in 2007 was slightly above the levels since 2000, but is well below the levels of the past

thirty years. Inflation increased in the first half of 2008, largely as a result of a significant

increase in petroleum costs. However, consistent with an economic contraction and lower

equity returns, both petroleum prices and inflation in general have dramatically declined in

recent months.6

7

8 Q- What have been the trends in interest rates?

9

10

11

12

Pages 3 and 4 show several series of interest rates. Rates rose sharply to record levels in

1975-1981 when the inflation rate was high and generally rising. Interest rates declined

substantially in conjunction with inflation rates throughout the remainder of the 1980s and

throughout the 1990s. Interest rates declined even further from 2000-2005 and generally

recorded their lowest levels since the l960s.13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

During the past several years, long-term interest rates have remained low by historic

standards. During the 2001 recession and early in the succeeding expansion, the Federal

Reserve lowered interest rates (i.e., Federal Funds rate) eleven times in 2001 and twice in

2003 in an effort to stimulate the economy. Following this, the Federal Reserve increased

short-tenn interest rates on seventeen occasions between 2004 and 2006, although each

time by only 0.25 percent,  in an attempt to ensure that any perceived inflationary

expectations would not stifle continued economic growth. Nevertheless, the Federal

Reserve actions did not result in a pronounced increase in long-term rates. Most recently,

however, the Federal Reserve has lowered the Federal Funds rate (i.e., short-term rate) on

several occasions and it presently is 0.25 percent, an all-time low. Over the past few

years, long-tenn interest rates have remained relatively stable, by historic standards. The

first several months of 2008 have experienced declines in short-term rates and in long-
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1

2

3

4

5

6

term U.S. Treasury Securities, and an increase in corporate bond yields. This apparent

contradiction reflects a  "flight to quality," as cautious (or  concerned) investors are

avoiding corporate securities (stocks and debt) and are placing their funds in more secure

government securities. This has the effect of driving yields on government securities to

extremely low levels and the yields on corporate debt to high levels. Such a "flight to

quality" will likely remain until the economy and investor confidence returns.

7

8 Q- What have been the trends in common share prices?

9

10

11

12

13

14

15

Pages 5 and 6 show several series of common stock prices and ratios. These indicate that

share prices were essentially stagnant during the high inflation/interest rate environment of

the late 1970s and early 1980s. On the other hand, the 1983-1991 business cycle and the

most recent cycles witnessed a significant upward trend in stock prices. Since the

beginning of the current financial crisis, on the other hand, stock prices have declined

precipitously and have been very volatile. Stock prices in 2008 are down significantly

from 2007 levels, reflecting the financial/economic crises.

16

17 Q. What conclusions do you draw from this discussion of economic and financial

18 conditions?

19

20

21

22

23

24

25

A.

A. It  is  apparent  tha t  capita l costs  a re vola t ile and inconsistent  with rela t ionships in

comparison to the levels that have prevailed over the past three decades. In addition, the

current weakness in the economy has resulted in a decline in capital costs, as measured by

the expected returns of competitive finns. Therefore, it can reasonably be expected that

cost of equity models currently indicate returns that are lower than returns experienced in

prior years. As noted elsewhere in my testimony, this is a factor that should be considered

in establishing the current cost of equity for AAWC.
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1 AAWC'S OPERATIONS AND RISKS

2 Q Please summarize AAWC and its operations

AAWC is a public utility that delivers water and wastewater through its services

distribution system in Arizona. AAWC provides service to about 100,000 water

customers and 50.000 sewer customers in about ten districts in the state. AAWC is a

subsidiary of AWW

8 Q Please describe AWW

AWW is a holding company whose major subsidiaries provide water and wastewater

services in nineteen states. AWW is the largest investor-owned water and wastewater

company in the United States

AWW has undertaken several ownership changes over the past several years. Until 2003

AWW was a publicly-traded company headquartered in Voorhees, NJ. In 2003, AWW's

stock was acquired by RWE Aktiengesellschaft (a German company) and became a

wholly-owned subsidiary of RWE. In 2005, RWE announced its intention to exit its water

activities in the U.S. and elsewhere and. in connection with this_ sold about 63.2 million

shares in an initial public offering ("IPO") of AWW's shares. This sale amounted to

approximately 40 percent of AWW's shares now being owned by the investing public and

the remaining 60 still owned by RWE. RWE intends to divest its remaining ownership of

AWW through the consummation of additional public offerings in the future as dictated

by market conditions

As noted above, AWW owns a number of water and wastewater subsidiaries that operate

in thirty two states throughout the U.S. One of these is AAWC. AWW also owns non
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regulated subsidiaries. AWW raises debt capital for its subsidiaries through its financing

subsidiary American Water Capital Corp

4 CAPITAL STRUCTURE AND COST OF DEBT

5 Q What is the importance of determining a proper capital structure in a regulatory

6 framework?

A utility's capital structure is important because the concept of rate base - rate of return

regulation requires that a utility's capital structure be determined and utilized in estimating

the total cost of capital. Within this framework, it is proper to ascertain whether the

utility's capital structure is appropriate relative to its level of business risk and relative to

other utilities

As discussed in section III of my testimony, the purpose of detennining the proper capital

structure for a utility is to help ascertain its capital costs. The rate base .- rate of return

concept recognizes the assets employed in providing utility services and provides for a

return on these assets by identifying the liabilities and common equity (and their cost

rates) used to finance the assets. In this process, the rate base is derived from the asset

side of the balance sheet and the cost of capital is derived from the liabilities/owners

equity side of the balance sheet. The inherent assumption in this procedure is that the

dollar values of the capital structure and the rate base are approximately equal and the

former is utilized to finance the latter

The common equity ratio (i.e., the percentage of common equity in the capital structure) is

the capital structure item which normally receives the most attention. This is the case

because common equity: (1) usually commands the highest cost rate, (2) generates
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1

2

associated income tax liabilities, and, (3) causes the most controversy since its cost cannot

be precisely determined.

3

4 Q- How have you evaluated the capital structure of AAWC?

5

6

All of AAWC's capital is provided by AWW. The reported capital of AAWC is actually

"allocated" to the Company from AWW. I have therefore examined the historic (2006-

2008) capital structure ratios of AWW. These are shown on Schedule 3. I have

summarized below the common equity ratios for AWW:

7

8

9

10

11
2006
2007
Sept. 30, 2008

Including S-T Debt
39.4%
47.5%
44.8%

Excluding S-T Debt
43.9%
49.3%
47.0%12

13

14

15

16

Q- How do these capital structures compare to those of investor-owned water utilities?

Schedule 4 shows the common equity ratios (including short-term debt in capitalization)

for the three groups of water utilities utilized in my cost of equity analyses. These are:

17

18

19

20

21

Year
2003
2004
2005
2006
2007

Value
Line
Group
46%
52%
49%
50%
51 %

AUS
Utility
Group
46%
50%
48%
50%
50%

Villadsen
Group
48%
51 %
49%
51 %
50%22

23

24 These common equity ratios are slightly higher than those of AWW.

25

A.

A.
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1 Q- What capital structure ratios has AAWC requested in this proceeding?

2 The Company requests use of the following capital structure:

3

4 Long-Term Debt

Common Equity

53.25%

46.75%

According to schedule D-1 of AAWC's filing, this is the projected capital structure of the

Company at December 31 , 2008.

5

6

7

8

9

10

11

Q- What capital structure do you propose to use in this proceeding?

12

13

14

I use the capital structure ratios as proposed by AAWC, with one exception. I have

included short-tenn debt, which is consistent with this Commission's practice. I have

used the amounts of capital for AAWC as contained in Schedule D-2 of the Company's

application.

15

16 Q. What are the cost rates of debt in the company's application?

17

18

19

20

21

The Company's filing cites a cost of long-term debt of 5.463 percent. This is represented

to be the Company's projected cost at December 31, 2008. I also use this cost of long-

term debt in my cost of capital analyses. For the cost of short-tenn debt, I use the 5.367

percent rate shown on Schedule D-2.

22 Q~ Can the cost of common equity be determined with the same degree of precision as

the costs of debt?23

24

25

26

A.

A.

A.

A. No. The cost rates of debt are largely detennined by interest payments, issue prices, and

related expenses. The cost of common equity, on the other hand, cannot be precisely

quantified, primarily because this cost is an opportunity cost. There are, however, several
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1

2

3

models which can be employed to estimate the cost of common equity. Three of the

primary methods - DCF, CAPM, and CE - are developed in the following sections of my

testimony.

4

SELECTION OF PROXY GROUPS

Q, How have you estimated the cost of common equity forAAWC?

5

6

7

8

9

10

11

A. AAWC is not a publicly-traded company. AWW, AAWC's parent company, is a

publicly-traded company. Consequently, it is possible to directly apply cost of equity

models to AWW. However, it is generally desirable to analyze groups of comparison or

"proxy" companies as a substitute for AAWC to detennine its cost of common equity.

12

13

14

15

I have examined three such groups for comparison to AAWC. I have first selected the

group of four water utilities that are contained in the Standard Edition of Value Line.

Second, I have used the group of eight water utilities covered in AUS utility Reports.

Third, I have conducted studies of the cost of equity for the proxy group of water utilities

selected by AAWC's witness Bente Villadsen.

DISCOUNT CASH FLOW ANALYSIS

16

17

18

19

20

Q- What is the theory and methodological basis of the DCF model?

21

22

23

The DCF model is one of the oldest, as well as the most commonly-used, models for

estimating the cost of common equity for public utilities. The DCF model is based on the

"dividend discount model" of financial theory, which maintains that the value (price) of

any security or commodity is the discounted present value of all future cash flows.

24

25 The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate. This variant of the dividend discount model is known as the constant26

A.
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1

2

growth or Gordon DCF model. In this framework cost of capital is derived by the

following formula:

3

4

5

6

7 where : K = discount rate (cost of capital)

8 P = current price

D = current dividend rate9

10 g = constant rate of expected growth

11

12

13

14

This formula essentially recognizes that the return expected or required by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

15

16 Q- Please explain how you have employed the DCF model.

17

18

19

I have utilized the constant growth DCF model. In doing so, I have combined the current

dividend yield for each group of proxy utility stocks described in the previous section with

several indicators of expected dividend growth.

20

21 Q- How did you derive the dividend yield component of the DCF equation?

22

23

24

25

There are several methods that can be used for calculating the dividend yield component.

These methods generally differ in the manner in which the dividend rate is employed, i.e.,

current versus future dividends or annual versus quarterly compounding of dividends. I

believe the most appropriate dividend yield component is the version listed below:

26

A.

A .
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1

0.58)1+Do(

11,_ ld :
we

2

3 This dividend yield component recognizes the timing of dividend payments and dividend

4 increases.

5

6

7

The P0 in my yield calculation is the average (of high and low) stock price for each proxy

company for the most recent three month period (September-November, 2008). The D0 is

the current annualized dividend rate for each proxy company.

8

9 Q- How have you estimated the dividend growth component of the DCF equation?

10

11

12

13

The dividend growth rate component of the DCF model is usually the most crucial and

controversial element involved in using this methodology. The objective of estimating the

dividend growth component is to reflect the growth expected by investors that is embodied

in the price (and yield) of a company's stock. As such, it is important to recognize that

14 individual investors have different expectations and consider alterative indicators in

15

16

17

18

deriving their expectations. This is evidenced by the fact that every investment decision

resulting in the purchase of a particular stock is matched by another investment decision to

sell that stock. Obviously, since two investors reach different decisions at the same

market price, their expectations differ.

19

20

21

22

23

A wide array of indicators exists for estimating the growth expectations of investors. As a

result, it is evident that no single indicator of growth is always used by all investors. It

therefore is necessary to consider alternative indicators of dividend growth in deriving the

growth component of the DCF model.

24

25 Shave considered five indicators of growth in my DCF analyses. These are:

26

A.
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1

2

2003-2007 (5-year average) earnings retention, or fundamental growth (per

Value Line),

3

4

5

6

7

8

5-year average of historic growth in earnings per share ("EPS"), dividends

per share ("DPS"), and book value per share ("BVPS") (per Value Line),

2008, 2009, and 2011-2013 projections of earnings retention growth (per

Value Line),

2005-2007 to 2011-2013 projections of EPS, DPS, and BVPS (per Value

Line), and

9

10

5-year projections of EPS growth as reported in First Call (per Yahoo!

Finance).

11

12

13

14

15

16

17

believe this combination of growth indicators is a representative and appropriate set with

which to begin the process of estimating investor expectations of dividend growth for the

groups of proxy companies. I also believe that these growth indicators reflect the types of

information that investors consider in making their investment decisions. As I indicated

previously, investors have an array of information available to them, all of which should

be expected to have some impact on their decision-making process.

18

19 Q- Please describe your initial DCF calculations.

20

21

22

Schedule 5 presents my DCF analysis. Page 1 shows the calculation of the "raw" (i.e.,

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3

show the growth rate for the groups of proxy companies. Page 4 shows the "raw" DCF

23 calculations, which are presented on several bases: mean, median, and high values. These

results can be summarized as follows:24

25

A.

4.

2.

5.

3.

1.
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1

2

3

Value Line Group
AUS Group
Villadsen Group

Mean
7.8%
8.8%
8.8%

Median
7.6%
9. 1 %
9.2%

Mean
Hight
9.2%
11.4%
11.6%

Median
Higlf
9.2%
11.5%
11.5%

4

5

6

7

8

9

10

Inoue that the individual DCF calculations shown on Schedule 5 should not be interpreted

to reflect the expected cost of capital for the proxy group, rather, the individual values

shown should be interpreted as alternative information considered by investors. The

individual DCF calculations also demonstrate how the focus on a single growth rate, such

as EPS projections, can produce a DCF conclusion that is not reflective of a broader

perspective of available information.

11

12

13

14

The results in Schedule 5 indicate average (mean and median) DCF cost rates of 7.8

percent to 9.2 percent. The "high" DCF rates (i.e., using the highest growth rates only) are

about 9.2 percent to 11.6 percent on an average basis and 9.2 percent to 11.5 percent on a

median basis.15

16

17 Q_ What do you conclude from your DCF analyses?

18

19

20

21

22

This analysis reflects a broad DCF range of about 7.8 percent to about 11.6 percent for the

proxy groups. This is approximated by the average/mean values for the proxy groups

examined in the previous analysis. I give less weight to the extreme upper and lower ends

of the groups which are impacted by outlier results. I believe that 9.0 percent to 10.0

percent reflects the proper DCF cost for AAWC.

23

A.

1

2

Using only the highest growth rate.

Using only the highest growth rate.



Direct Testimony of David C. Parcels
Docket No. W-01303A-08-0227 et al
Page 22

1

2

CAPITAL ASSET PRICING MODEL ANALYSIS

Q Please describe the theory and methodological basis of the CAPM

The CAPM is a  version of the RP method. The CAPM describes and measures the

relationship between a security's investment risk and its market rate of return. The CAPM

was developed in the 1960s and 1970s as  an extension of modem por t folio theory

("MPT"),  which studies the rela t ionships among r isk,  diversification,  and expected

returns

9 Q How is the CAPM derived?

The general form of the CAPM is

12

13

K=R,+,8(R Rn

14 where K = cost of equity

Rf = risk Hee rate

Rm = return on market

[3 = beta

Rm-Rf = market risk premium

19

20

22

As noted previously, the CAPM is a variant of the RP method. I believe the CAPM is

generally superior to the simple RP method because the CAPM specifically recognizes the

risk of a  particular  company or  industry (i.e. ,  beta),  whereas the simple RP method

assumes the same risk premium for all companies exhibiting similar bond ratings
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1 Q, What groups of companies have you utilized to perform your CAPM analyses

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my

DCF analyses

5 Q Please explain the risk-free rate as used in your CAPM and indicate what rate you

employed

The first term of the CAPM is the risk-free rate (Rf). The risk-fiee rate reflects the level of

return that can be achieved without accepting any risk

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury

securities. Two general types of U.S. Treasury securities are often utilized as the R

component - short-tenn U.S. Treasury bills and long-term U.S. Treasury bonds

I have performed CAPM calculations using the three-month average yield (September

November, 2008) for 20-year U.S. Treasury bonds. Over this three-month period, these

bonds had an average yield of 4.35 percent

18 Q What is beta and what betas did you employ in your CAPM?

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to

the overall market. Betas of less than 1.0 are considered less risky than the market

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas

below 1.0. I utilized the most recent Value Line betas for each company in the groups of

proxy utilities
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1 Q How did you estimate the market risk premium component in your CAPM analysis

The market risk premium component (Rm-Rf) represents the investor-expected premium of

common stocks over the risk-free rate, or government bonds. For the purpose of

estimating the market risk premium, I considered alternative measures of returns of the

Standard & Poor's ("S&P") 500 (a broad-based group of large U.S. companies) and 20

year U.S. Treasury bonds

First, I have compared the actual annual returns on equity of the S&P 500 with the actual

annual yields of U.S. Treasury bonds. Schedule 6 shows the return on equity for the S&P

500 group for the period 1978-2007 (all available years reported by S&P). This schedule

also indicates the annual yields on 20-year U.S. Treasury bonds, as well as the annual

differentials (i.e., risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds

Based upon these returns, I conclude that this version of the risk premium is about 6.46

percent

I have also considered the total returns (i.e., dividends/interest plus capital gains/losses)

for the S&P 500 group as well as for the long-term government bonds, as tabulated by

Morningstar (formerly Ibbotson Associates), using both arithmetic and geometric means

Shave considered the total returns for the entire 1926-2007 period, which are as follows

S&P 500 L-T Gov 't Bonds Risk Premium
6.5%Arithmetic

Geometric

I conclude from this that the expected risk premium is about 5.9 percent (i.e., average of

all three risk premiums). I believe that a combination of arithmetic and geometric means
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1

2

is appropriate since investors have access to both types of means and, presumably, both

types are reflected in investment decisions and thus stock prices and cost of capital.

3

4 Schedule 7 shows my CAPM calculations using the risk premium. The results are:

5

6 Mean
10.4%
9.8%
9.8%

Median
10.4%
10.1%
10.1%

Value Line Group
AUS Group
Villadsen Group

7

8

9

10

11

Q- What is your conclusion concerning the CAPM cost of equity?

12

The CAPM results collectively indicate a cost of 9.8 percent to 10.4 percent for the groups

of comparison utilities. I conclude that the CAPM cost of equity for AAWC is 9.8 percent

to 10.4 percent.13

14

15

16

COMPARABLE EARNINGS ANALYSIS

Q. Please describe the basis of the CE methodology.

17

18

19

20

A. The CE method is derived from the "corresponding risk" standard of the Bluefield and

Hope cases. This method is thus based upon the economic concept of opportunity cost.

As previously noted, the cost of capital is an opportunity cost: the prospective return

available to investors from alternative investments of similar risk.

21

22

23

24

25

The CE method is designed to measure the returns expected to be earned on the original

cost book value of similar risk enterprises. Thus, this method provides a direct measure of

the fair return, because the CE method translates into practice the competitive principle

upon which regulation is based.

26

A.
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1

2

3

4

5

6

7

The CE method normally examines the experienced and/or projected returns on book

common equity. The logic for examining returns on book equity follows from the use of

original cost rate base regulation for public utilities, which uses a utility's book common

equity to determine the cost of capital. This cost of capital is, in tum, used as the fair rate

of return which is then applied (multiplied) to. the book value of rate base to establish the

dollar level of capital costs to be recovered by the utility. This technique is thus consistent

with the rate base methodology used to set utility rates.

8

9 Q-

10

How have you employed the CE methodology in your analysis of AAWC's common

equity east?

11

12

13

14

15

16

17

I conducted the CE methodology by examining realized returns on equity for several

groups of companies and evaluating the investor acceptance of these returns by reference

to the resulting market-to-book ratios. In this manner it is possible to assess the degree to

which a given level of return equates to the cost of capital. It is generally recognized for

utilities that market-to-book ratios of greater than one (i.e., l 00%) reflect a situation where

a company is able to attract new equity capital without dilution (i.e., above book value).

As a result, one objective of a fair cost of equity is the maintenance of stock prices above

18 book value.

19

20

21

22

23

24

would further note that the CE analysis, as I have employed it, is based upon market data

(through the use of market-to-book ratios) and is thus essentially a market test. As a

result, my analysis is not subject to the criticisms occasionally made by some who

maintain that past earned returns do not represent the cost of capital. In addition, my

analysis uses prospective returns and thus is not confined to historical data.

25

A.
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1 Q What time periods have you examined in your CE analysis

My CE analysis considers the experienced equity returns of the proxy groups of utilities

for the period 1992-2007 (i.e., the last sixteen years). The CE analysis requires that I

examine a relatively long period of time in order to determine trends in earnings over at

least a full business cycle. Further, in estimating a fair level of return for a future period

it is important to examine earnings over a diverse period of time in order to avoid any

undue influence from unusual or abnormal conditions that may occur in a single year or

shorter period. Therefore, in forming my judgment of the current cost of equity I have

focused on two periods: 2003-2007 (the last five years - the average length of a business

cycle) and 1992-2001 (the most recent complete business cycle)

12 Q Please describe your CE analysis

Schedules 8 and 9 contain summaries of experienced returns on equity for several groups

of companies, while Schedule 10 presents a risk comparison of utilities versus unregulated

Schedule 7 shows the earned returns on average common equity and market-to-book ratios

for the groups of proxy utilities. These can be summarized as follows

Value Line
Group

AUS
Group

Villadsen
Group

Historic ROE

Median
Historic M/B

8.0-10.5%
8.6-11.09

9.2-11.0%
9.5-11.1%

9.2-11.0%
9.8-11.3%

Median
Prospective ROE

177-238%
173-220%

178-236%
178-2259

178-2419
175-229%

Median
8.4-11.4%
9.0-11.59

8.4-11.4%
9.0-11.5%

8.4-11.4%
9.0-11.5%
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1

2

3

4

5

These results indicate that historic returns of 8.0-11.1 percent have been adequate to

produce market-to-book ratios of 171-241 percent for the groups of proxy utilities.

Furthermore, projected returns on equity for 2008, 2009, and 2011-2013 are within a

range of 8.4 percent to 11.5 percent for the utility groups. These relate to 2007 market-to-

book ratios of 200 percent or higher.

6

7 Q- Have you also reviewed earnings of unregulated firms?

8 Yes. As an alterative, I also examined a group of largely unregulated firms. I have

9

10

11

12

13

14

examined the S&P 500 Composite group, since this is a well-recognized group of firms

that is widely utilized in the investment community and is indicative of the competitive

sector of the economy. Schedule 8 presents the earned returns on equity and market-to-

book ratios for the S&P 500 group over the past sixteen years. As this Schedule indicates,

over the two periods this group's average earned returns ranged from 14.7 percent to 15.0

percent with market-to-book ratios ranging between 288 percent and 341 percent.

15

16 Q- How can the above information be used to estimate the cost of equity for AAWC?

17

18

19

20

21

22

23

The recent earnings of the proxy utility and S&P 500 groups can be utilized as an

indication of the level of return realized and expected in the regulated and competitive

sectors of the economy. In order to apply these returns to the cost of equity for proxy

utilities, however, it is necessary to compare the risk levels of the utility industry with

those of the competitive sector. I have done this in Schedule 10, which compares several

risk indicators for the S&P 500 group and the utility groups. The information in this

schedule indicates that the S&P 500 group is more risky than the utility proxy groups.

24

A.

A.
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1 Q. What return on equity is indicated by the CE analysis?

2

3

4

5

6

7

8

9 of over 100 percent.

10

11

Based on the recent earnings and market-to-book ratios, I believe the CE analysis

indicates that the cost of equity for the proxy utilities is no more than 9.5 percent to 10.5

percent. Recent returns of 8.0 percent to ll.l percent have resulted in market-to-book

ratios of 170 and greater. Prospective returns of 8.8 percent to 11.5 percent result in

anticipated market-to-book ratios of over 200 percent. As a result, it is apparent that

returns below this level would result in market-to-book ratios of well above 100 percent.

An earned return of 9.5 percent to 10.5 percent should thus result in a market-to-book ratio

As I indicated earlier, the fact that market-to-book ratios

substantially exceed 100 percent indicates that historic and prospective returns of over 10

percent reflect earnings levels that exceed the cost of equity for those regulated

12 companies.

13

14

15

16

17

18

19

20

21

22

23

24

25

Please also note that my CE analysis is not based on a mathematic formula approach, as

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current

conditions in equity markets. Further, it is based on the direct relationship between

returns on common stock and market-to-book ratios of common stock. In utility rate

setting, a fair rate of return is based on the utility's assets (i.e., rate base) and the book

value of the utility's capital structure. As stated earlier, maintenance of a financially

stable utility's market-to-book ratio at 100 percent, or a bit higher, is fully adequate to

maintain the utility's financial stability. On the other hand, a market price of a utility's

common stock that is 170 percent or more above the stock's book value is indicative of

earnings that exceed the utility's reasonable cost of capital. Thus, actual or projected

earnings do not directly translate into a utility's reasonable cost of equity. Rather, they

must be viewed in relation to the market-to-book ratios of the utility's common stock.

26

A.
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1

2

My 9.5 percent to 10.5 percent CE recommendation is not designed to result in market-to-

book ratios as low as 1.0 for AAWC. Rather, it is based on current market conditions and

3 the proposition that ratepayers should not be required to pay rates based on earnings levels

that result in excessive market-to-book ratios.4

5

6 RETURN ON EQUITY RECOMMENDATIONS

7 Q- Please summarize the results of your three cost of equity analyses.

8 My three methodologies produce the following:

9

10

Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

9.0-10.0%
9.8-10.4%
9.5-10.5%

11

12 Q- What is your cost of equity recommendation for AAWC?

13

14

15

recommend a cost of equity of 9.5 percent to 10.5 percent for AAWC. This reflects each

of my three cost of equity model results. Within this range, I recommend the 10.0 percent

mid-point level.

16

17 Q-

18

Please explain how the recent and current economic and financial crisis impacts the

cost of equity for AAWC.

19

20

21

22

23

It is well chronicled that, over the past year and especially over the past few months, the

United States and global financial markets have been in turmoil. The impacts of this have

been far-reaching and extreme, with global credit markets virtually coming to a standstill.

This crisis and its impact, however, do not imply that the cost of equity for water utilities

such as AAWC have increased. I say this for the following reasons.

24

25

26

A.

A.

First, it must be emphasized that depressed economic conditions and the financial crisis

affects virtually all sectors of the economy -- households, small businesses, larger
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commercial and industrials - and, in most cases, the impact is greater than is the case for

AAWC. AAWC is a regulated utility that sells a product that has no real substitutes and is

a product that consumers can do little to control the amount they use. As such, AAWC

and utilities are partially, if not largely, insulated from the impacts of depressed economic

conditions

Second, if a recession is a significant one, the major impact will be to depress the profits

of most enterprises. As a result, it is to be expected that capital costs will decrease if a

significant recession occurs. There is no justification for increasing the profit level of a

regulated utility such as AAWC at the same time that other enterprises are experiencing

lower profits

Third, even if AAWC were to incur higher costs of debt and/or other capital costs, these

costs can be passed along to ratepayers at the next rate proceeding. Unregulated firms

cannot do this

Fourth, the United States and global governments have taken, and continue to take

extraordinary measures to avoid a further worsening of the current market tunnoil. Most

of these measures are designed to put liquidity into the credit markets and make credit

more accessible again and, in the process, restore more confidence to the financial

markets. All of these measures are clearly designed to lower the cost of capital. In this

environment, it would be counter-productive to make any claim that AAWC should have a

higher return at this time due to the above-cited market turmoil
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1

2

TOTAL COST OF CAPITAL

Q, What is the total cost of capital for AAWC?

3

4

A. Schedule 1 reflects the total cost of capital for the Company using AAWC's capital

structure and costs of debt along with the range of common equity costs my analyses

support. The resulting total cost of capital is a range from 7.13 percent to 7.55 percent. I

recommend that a 7.34 percent total cost of capital be established for AAWC.

5

6

7

8 Q-

9

Does your cost of capital recommendation provide the Company with a sufficient

level of earnings to maintain its financial integrity?

10

11

12

13

14

Yes, it does. Schedule 11 shows the pre-tax coverage that would result if AAWC earned

my cost of capital recommendation. As the results indicate, my recommended range

would produce a coverage level within the benchmark range for a BBB3 rated utility. In

addition, the debt ratio (which reflects the Company's proposed capital structure) is within

the benchmark for a BBB rated utility.

15

16

17

Q, Are you proposing a fair value rate of return in this proceeding?

18

19

20

No, I am not. In several recent testimonies I have filed before this Commission, I

developed a fair value rate of return ("FVROR") that was to be used in conjunction with a

fair value rate base ("FVRB"). In the present proceeding, AAWC is not requesting a

FVRB that differs from its original cost rate base, thus there is no reason to develop a

21 FVROR.

22

23 COMMENTS ON COMPANY TESTIMONY

24 Q- Have you reviewed the testimony of AAWC witness Berte Villadsen?

25 Yes, I have. Dry Villadsen is the Company's cost of equity witness.

A.

A.

A.

3 A rating indicating medium grade investment quality.
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1 Q- Please summarize your understanding of Dr. Villadsen's methodologies and

2 conclusions.

3

4

5

6

Dr. Villadsen's cost of equity analyses begins with the application of two methodologies

(DCF and Risk-Positioning [CAPM]) which are performed for two groups of proxy

utilities (a group of eight water utilities and a group of ten natural gas local distribution

companies ["LDC"s]). Her ultimate recommendation, however, relies primarily on the

risk-positioning results for the LDC sample.47

8

9

10

Next,

11

12

13

she used her cost of equity estimates for each proxy company, along with the

respective market costs of debt and preferred stock, to calculate each firm's overall cost of

capital ("WTWACC") using the company market value capital structure. Then, she

calculates the samples' average ATWACC and the cost of equity for a capital structure

with 46.9 percent common equity (i.e., common equity ratio of AAWC).

14

15

16

Her conclusion is a cost of equity range of 11.5 percent to 12.5 percent. The request of

AAWC of 11.75 percent is within this range and at the mid-point.5

17

18

19

20

Q» Do you agree with parts of Dr. Villadsen's analyses?

21

22

23

Yes, I do. The first step in her cost of equity analyses, as noted above, is the application

of DCF and CAPM (risk-positioning) methods to the two groups of proxy utilities. I have

prepared Schedule 12 to summarize the results of her DCF and CAPM analyses to the

water utility and LDC samples. These DCF and CAPM results all generally fall within a

range of 9 percent to 10 percent, which are consistent with my cost of equity results.

24

A.

A.

4

5

Page 2, lines 15-25.

Page 3, lines 23-28.
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1 Q-

2

3

4

5

Do you agree with the second step of Dr. Villadsen's cost of equity analyses?

No, I do not. Inoue that her development of WTWACC is an unnecessary step in the cost

of capital development for a utility and is clearly unconventional. I further note that use of

a market value capital structure is inappropriate and inconsistent with several decades of

public utility regulation.

6

7 Q.

8

Why is it improper to employ a market value capital structure, rather than a book

value capital structure, in developing the cost of capital for a utility?

9

10

11

12

Virtually every regulatory commission in the U.S. uses the book value of utility capital

structures to calculate the total cost of capital for ratemaking purposes. This is also the

case for this Commission. In addition, AAWC proposes to use its book value capital

structure to develop its total cost of capital.

13

14

15

16

It is inconsistent to use market value capital structures to develop a cost of equity that is to

be applied to a book value capital structure. It also improperly inflates the required cost of

equity for regulated utilities.

17

18 Q. Does Dr. Villadsen's testimony provide any indications that her methodologies

19 produce excessive results?

20

21

22

Yes. Page 46 of her testimony indicates that recent (2002-2008) cost of equity awards of

this Commission have averaged 9.2 percent, with the vast majority being below 10.0

percent. This contrasts sharply with her 11.75 percent recommendation in this proceeding.

23

24 Q- Does this conclude your Direct Testimony?

25

A.

A.

A.

A. Yes, it does.
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Testified before several committees and subcommittees of Virginia General Assembly on numerous
banking matters.

Clients have included First National Bank of Rocky Mount, Patrick Henry National Bank, Peoples
Bank of Danville, Blue Ridge Bank, Bank of Essex, and Signet Bank.
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CAPM, comparable earnings and other models. Developed procedures for identifying differential
risk characteristics by nuclear construction and other factors.

Conducted studies with respect to cost of service and indexing for determining utility rates, the
development of annual review procedures for regulatory control futilities, fuel and power plant cost
recovery adjustment clauses, power supply agreements among affiliates, utility franchise fees, and
use of short-term debt in capital structure.

Presented expert tes t imony before federa l  regu la tory agencies  Federa l  Energy Regula tory
Commission, Federal Power Commission, and National Energy Board (Canada), state regulatory
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, District of
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Insurance Economics -- Conducted analyses of the relationship between the investment income
earned by insurance companies on their portfol ios and the premiums charged for insurance
Analyzed impact of diversification on financial strength of Blue Cross/Blue Shield Plans in Virginia

Conducted studies of profitability and cost of capital for property/casualty insurance industry
Evaluated risk of and required return on surplus for various lines of insurance business

Presented expert testimony before Virginia State Corporation Commission concerning cost of capital
and expected gains from investment portfolio. Testified before insurance bureaus of Maine, New
Jersey, North Carolina, Rhode Island, South Carolina and Vermont concerning cost of equity for
insurance companies

Prepared cost of capital and investment income return analyses for numerous insurance companies
concerning several lines of insurance business. Analyses used by Virginia Bureau of Insurance for
purposes of setting rates

Special Studies -- Conducted analyses which evaluated the financial and economic implications of
legislative and administrative changes. Subj et matter of analyses include returnable bottles, retail
beer sales, wine sales regulations, taxi-cab taxation, and bank regulation. Testified before several
Virginia General Assembly subcommittees

Testified before Virginia ABC Commission concerning economic impact of mixed beverage license

Clients include Virginia Beer Wholesalers,
and Virginia Taxicab Association

Wine Institute, Virginia Retail Merchants Association

Franchise, Merger & Anti-Trust Economics -- Conducted studies on competitive impact on market
structures due to joint ventures, mergers, franchising and other business restructuring. Analyzed the
costs and benefits to parties involved in mergers. Testified in federal courts and before banking and
other regulatory bodies concerning the structure and performance of markets, as well as on the
impact of restrictive practices

Clients served include Dominion Bankshares, asphalt contractors, and law firms

Transportation Economics -- Conducted cost of capital studies to assess profitability foil pipelines
trucks, taxicabs and railroads. Analyses have been presented before the Federal Energy Regulatory
Commission and Alaska Pipeline Commission in rate proceedings. Served as a consultant to the
Rail Services Planning Office on the reorganization of rail services in the U.S
Economic Loss Analyses -- Testified in federal courts, state courts, and other adjudicative forums
regarding the economic loss sustained through personal and business injury whether due to bodily
ham, discrimination, non-performance, or anticompetitive practices. Testified on economic loss to a
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in the Commonwealth of Virginia," prepared for the Bureau of Insurance of the Virginia
State Corporation Commission, with Charles Schotta and Michael J. Ilea, 197 l
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Beverage Control", prepared for the Virginia Wine Wholesalers Association, Virginia Retail
Merchants Association, Virginia Food Dealers Association, Virginia Association of Chain
Drugstores, Southland Corporation, and the Wine Institute, 1983 .

"Performance and Diversification of the Blue Cross/Blue Shield Plans in Virginia: An
Operational Review", prepared for the Bureau of Insurance of the Virginia State Corporation
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The Cost of Capital - A Practitioners' Guide, Society of Utility and Regulatory Financial
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"The Economic Objectives of Regulation: The Trend in Virginia," (with Michael J. Ilea),
William and Mary Law Review, Vol. 14, No. 2, 1973
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Law Review, Vol. 18, No. 1, 1976
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Present, and Future," William and Marv Business Review," Vol. 1, No. 2, 1976

"Electronic Banking - Wave of the Future?" (with James R.  Marchand), Journal of
Management and Business Consulting, Vol. l, No. 1, 1976

"The Pricing of Electricity" (with James R. Marchand), Journal of Management and Business
Consulting, Vol. 1, No. 2, 1976

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard D.
Rogers), University of Richmond Law Review, Vol. 11, No. 3, 1977

"When Is It In the 'Public Interest' to Authorize a New Bank?", University ofRichmond Law
Review, Vol. 13, No. 3, 1979

"Banking Deregulation and Its Implications on the Virginia Banking Structure," William and
Mary Business Review, Vol. 5, No. 1, 1983

"The Impact of Reciprocal Interstate Banking Statutes on The Performance ofVirginia Bank
Stocks", with William B. Harrison, Virginia Social Science Journal, Vol. 23, 1988

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal,
Vol. 24, 1989

"Identifying and Managing Community Bank Perfonnance After Deregulation", with
William B. Harrison, Journal of Managerial Issues, Vol. II, No. 2, Summer 1990
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"The Flotation Cost Adj vestment To Utility Cost of Common Equity - Theory, Measurement
and Implementation," presented at Twenty-Fifth Financial Forum, National Society oRate
of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993 .

Biography of Myon Edison Bristow, Dictionarv of Virginia Biograph, Volume 2, 2001 .



Exhibit (DCP-1 )
Schedule 1

ARIZONA-AMERICAN WATER COMPANY
TOTAL COST OF CAPITAL

Amount Percent Weighted Cost

Short-Term Debt 10.98% 5.367% 0.59%

Long-Term Debt 47.40% 5.463% 2.59%

Common Equity

$43,811,094.00

$189,208,140.00

$166,123,326.00 41 .62% 9.50% 10.50% 3.95% 4.37%

Total $399,142,560.00 100.00% 7.55%

Mid-Point 7.34%
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ECONOMIC INDICATORS

Year

Real
GDP

Growth*

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

1975 0 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

-8.9%
10.8%
5.9%
5.7%
4.4%
-1.9%
1.9%
-4.4%

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%

7.0%
4.8%
6.8%
9.0%

13.3%
12.4%
8.9%
3.8%

6.6%
3.7%
6.9%
9.2%

12.8%
11.8%
7.1%
3.6%

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5%

1983 _ 1991 Cycle
3.7% 9.5%
9.3% 7.5%
1.7% 7.2%
0.9% 7.0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.6%
-2.0% 6.8%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%

0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1%

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

1992 l 2001 Cycle
3.1% 7.5%
3.3% 6.9%
5.4% 6.1%
4.8% 5.6%
4.3% 5.4%
7.2% 4.9%
5.9% 4.5%
4.3% 4.2%
4.2% 4.0%
-3.4% 4.1%

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1.6%

1 .6%
0.2%
1 .7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%

Current Cycle
2002
2003
2004
2005
2006
2007

1.6%
2.5%
3.6%
2.9%
2.8%
2.0%

-0.1%
1.2%
2.5%
3.3%
2.2%
1.7%

5.8%
6.0%
5.5%
5.1%
4.6%
4.6%

2.4%
1.9%
3.3%
3.4%
2.5%
4.1%

1.2%
4.0%
4.2%
5.4%
1.1%
6.2%

*GDp=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.
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ECONOMIC INDICATORS

Yea r

Real
GDP

Growth*

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

2002
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2.7%
2.2%
2.4%
0.2%

-3.8%
-1 .2%
0.8%
1.4%

5.6%
5.9%
5.8%
5.9%

2.8%
0.9%
2.4%
1 .6%

4.4%
-2.0%
1.2%
0.4%

2003
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1.2%
3.5%
7.5%
2.7%

1.1%
-0.9%
-0.9%
1.5%

5.8%
6.2%
6.1%
5.9%

4.8%
0.0%
3.2%
-0.3%

5.6%
-0.5%
3.2%
2.8%

2004
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

5.2%
4.4%
0.8%
7.2%

2005
1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.

3.0%
2.6%
3.8%
1 .3%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.8%
2.7%
0.8%
1.5%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

0.1%
4.8%
4.8%
-0.2%

2.5%
1.6%
1.8%
2.2%

4.5%
4.5%
4.6%
4.8%

4.8%
5.2%
1.2%
6.4%

6.4%
6.8%
1.2%

10.8%

2008
1st Qtr.
2nd Qtr.
3rd Qtr.

0.9%
2.8%
-0.3%

1.8%
0.3%
-2.1%

4.9%
5.3%
6.0%

2.8%
7.6%
2.8%

9.6%
14.0%
-0.4%

Source: Council of Economic Advisors, Economic Indicators, various issues.
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INTEREST RATES

Year
Prime
Rate

US Treas
T Bills

3 Month

us Treas
T Bonds
10 Year

Utility
Bonds
Aaa

Utility
Bonds

Aa

Utility
Bonds

A

utility
Bonds
Baa

1975
1976
1977
1978
1979
1980
1981
1982

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%

5.84%
4.99%
5.27%
7.22%
10.04%
11 .51%
14.03%
10.69%

1975 - 1982 Cycle
7.99% 9.03%
7.61% 8.63%
7.42% 8.19%
8.41% 8.87%
9.44% 9.86%
11.46% 12.30%
13.93% 14.64%
13.00% 14.22%

1983 - 1991 Cycle
11.10% 12.52%
12.44% 12.72%
10.62% 11.68%
7.68% 8.92%
8.39% 9.52%
8.85% 10.05%
8.49% 9.32%
8.55% 9.45%
7.86% 8.85%

9.44%
8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.79%

10.09%
9.29%
8.61%
9.29%
10.49%
13.34%
15.95%
15.86%

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%

1983
1984
1985
1986
1987
1988
1989
1990
1991

10.79%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01%
8.46%

8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%

12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%

13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%

1992 - 2001 Cy le
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

6.25%
8.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91%

3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.66%
5.85%
3.45%

7.01%
5.87%
7.09%
6.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%

8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

8.55%
7.44%
8.21%
7.77%
7.57%
7.54%
6.91%
7.51%
8.06%
7.59%

8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%

8.86%
7.91%
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%

Current Cycle
2002
2003
2004
2005
2006
2007

4.67%
4.12%
4.34%
6.19%
7.96%
8.05%

1.62%
1.02%
1.38%
3.16%
4.73%
4.41%

4.61%
4.01%
4.27%
4.29%
4.80%
4.63%

[1] 7.19%
6.40%
6.04%
5.44%
5.84%
5.94%

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%

8.02%
6.84%
6.40%
5.93%
6.32%
6.33%

[1] Note: Moody's has not published Ala utility bond yields since 2001.

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin: various issues
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INTEREST RATES

Year
Prime
Rate

US Treas
T Bills

3 Month

US Treas
T Bonds
lo Year

utility
Bonds
Aaa [11

utility
Bonds

Aa

utility
Bonds

A

Utility
Bonds
Baa

2003
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
O f
Nov
Dec

4.25%
4.25%
4.25%
4.25%
4.25%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

1.17%
1.18%
1.13%
1.14%
1.08%
0.95%
0.90%
0 9 6 %
0.95%
0.93%
0.94%
0.90%

4.05%
3. 90%
3. BI %
3. 96%
3. 57%
3. 33%
3. 98%
4.45%
4.27%
4.29%
4.30%
4.27%

{1] 6.87%
6.86%
656%
6.47%
6.20%
6.12%
8.37%
6.48%
6.30%
6.2B%
6.26%
6. LB%

7.06%
6.93%
6.79%
6.84%
6.36%
6 2 1 %
6 5 7 %
6 7 8 %
6.56%
6.43%
6.37%
6.27%

7.47%
7.17%
7.05%
6.94%
6.47%
6 3 0 %
6.87%
7.08%
8.87%
6 7 9 %
6.89%
6.61%

2004
Jan
Feb
Mar
Apr
May
J ume
July
Aug
Sep(
Oct
Nov
Dec

4. 00%
4. 00%
4. 00%
4. 00%
4. 00%
4. 00%
4. 25%
4. 50%
4. 75%
4.75%
5. 00%
5.25%

0.89%
0 9 2 %
0 9 4 %
0 9 4 %
104%
1 2 7 %
135%
148%
155%
175%
2.06%
2.20%

415%
4.08%
3.83%
4.35%
4.72%
4 7 3 %
4.50%
428%
4 13%
410%
4 19%
4.23%

e. 06%
6.10%
s. 93%
6. 33%
6.66%
6.30%
6. 09%
s. 95%
5.79%
5.74%
5.79%
5. 78%

6.15%
6.15%
5.97%
6.35%
6.62%
6.46%
6.27%
6.14%
5 9 8 %
5.94%
5.97%
5.92%

e. 47%
6.28%
6.12%
6.46%
e. 75%
6. 84%
6.67%
6.45%
6.27%
6.17%
6 1 6 %
6.10%

zoos
Jan
Feb
Mar
Apr
May
June
July
Aug
Sep!
o n
Nov
Dec

5 2 5 %
5. 50%
5. 75%
5. 75%
6. 00%
6.25%
6.25%
6.50%
e. 75%
6.75%
7.00%
7.25%

2. 32%
2.53%
2.75%
2. 79%
2. 86%
2. 99%
3.22%
3.45%
3.47%
3. 70%
3. 90%
3. 89%

4 2 2 %
4.17%
4.50%
4.34%
4.14%
4.00%
4.18%
4.25%
4.20%
4.46%
4.54%
4.47%

5.68%
5.55%
5.76%
5.56%
5.39%
5.05%
5. 18%
5.23%
5.27%
5.50%
5.59%
5.55%

5.78%
5.61%
5.83%
5.64%
5.53%
5.40%
5.51 %
5.50%
5.52%
5.79%
5.88%
5.80%

5.95%
5.76%
6.01%
5.95%
5.8a%
5.70%
5.81%
5.80%
5.83%
6.08%
6.19%
6.14%

2006
Jan
Feb
Mar
Apr
May
J ume
J fly
Aug

$¢P1
O f
Nov
Dec

7.50%
7.50%
7 7 5 %
7.75%
800%
B.25%
825%
8.25%
8. 25%
8.25%
8 2 5 %
8.25%

4.20%
4.41%
451%
4.59%
412%
4.79%
4 3 6 %
4 9 B%
4 8 2 %
4.89%
495%
4.85%

4.42%
4.57%
4.72%
4.99%
5 11%
5. 11%
5.09%
4.88%
4 1 2 %
4.73%
4.60%
4.55%

5.50%
5.55%
5.71%
6.02%
G.16%
6.16%
6. 13%
5.97%
5.81%
5.80%
5.61%
5.62%

5.75%
5.82%
5.98%
6.29%
6.42%
6.40%
G.37%
6.20%
6.00%
5.98%
5.80%
5.81%

6.06%
6. 11%
6.26%
6.54%
6.59%
6.61%
6.61%
6.43%
6.26%
6.24%
6.04%
6.05%

2007
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

8.25%
8.25%
8.25%
8.25%
8.25%
8 2 5 %
8 2 5 %
8.25%
7 7 5 %
7.50%
7.50%
7.25%

496%
5 0 2 %
437%
4.88%
4 7 7 %
4.63%
4.84%
4.34%
4.01%
3.97%
3.49%
1 0 8 %

4.76%
4 1 2 %
4 5 6 %
4 6 9 %
4 7 5 %
510%
5 0 0 %
4.67%
4 5 2 %
4.53%
4 15%
4. 10%

5.78%
5.73%
5.66%
5.83%
5.86%
6.18%
6. 11%
6.11%
6. 10%
5 0 4 %
5.87%
5.03%

5.96%
5.90%
5.85%
5.97%
5.99%
6.30%
G25%
G.24%
5.18%
6.11%
5.97%
6.18%

6 1 6 %
S. 10%
8 10%
6.24%
6.23%
G.54%
8.49%
651%
6.45%
6.36%
6 2 7 %
6 5 1 %

2008
Jan
Feb
Mar
Apr
May
June
July
Aus:
Sept
O f
Nov

6.00%
6.00%
5.25%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.00%
4.00%

2.86%
2.21%
1.38%
132%
1.71%
1.90%
1.72%
179%
1.46%
0.84%

3 7 4 %
3.74%
3 5 1 %
3.68%
3.88%
4 1 0 %
4.01%
3.B9%
3 6 9 %
3 5 1 %

5.87%
6.04%
5.99%
5.99%
6.07%
S. 19%
6. 13%
G.09%
6. 13%
6.95%
6.83%

6. GO%
6.21%
6. 21 %
6. 29%
6 27%
6. 38%
6. 40%
6 37%
6 4 9 %
7.56%
7 60%

5.35%
5.80%
8.68%
B.B2%
8.79%
asses
a.97%
s. 98%
1.15%
8.58%
a. 98%

[1] Note: Moodys has not published Aaa utility bond yields since 2oo1.

Sources: Council of Economic Advisors, Economic Indicators, Moodys Bond Record, Federal
Reserve Bulletin, various issues.
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STOCK PRICE INDICATORS

Year
S&P NASDAQ

Composite [1] Composite [1] DJIA
S&P
DIP

S&P
E/P

1975 - 1982 Cycle
1975
1976
1977
1978
1979
1980
1981
1982

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

4.31%
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81%

9.15%
8.90%
10.79%
12.03%
13.46%
12.66%
11.96%
11.60%

1983 _ 1991 Cycle
1983
1984
1985
1986
1987
1988
1989
1990
1991

[1][1]
322.84
334.59
376.18 491.69

1,190.34
1,178.48
1,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33

4.40%
4.84%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61 %
3.24%

8.03%
10.02%
8.12%
6.09%
5.48%
8_01%
7.41 %
6.47%
4.79%

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

$415.74
$451 .21
$460.42
541 .72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18

1992 - 2001 Cycle
$599.26 3,284.29
715.16 3,522.06
751 .65 3,793.77
925.19 4,493.76

1,164.96 5,742.89
1,469.49 7,441.15
1,794.91 8,625.52
2,728.15 10,464.88
3,783.67 10,734.90
2,035.00 10,189.13

2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1.49%
1.25%
1.15%
1.32%

4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%

Current Cycle
2002
2003
2004
2005
2006
2007

993.94
965.23

1,130.65
1,207,23
1,310.46
1,477.19

1,539.73
1,647.17
1,986.53
2,099.32
2,263.41
2,578.47

9,226.43
8,993.59
10,317.39
10,547.67
11,408.67
13,169.98

1.61 %
1.77%
1.72%
1.83%
1.87%
1.86%

2.92%
3.84%
4.89%
5.36%
5.78%
5.29%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991.

Source: Council of Economic Advisors, Economic Indicators, various issues.
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STOCK PRICE INDICATORS

YEAR
S&P

Composite
NASDAQ

Composite DJIA
S&P
DIP

S&P
EIP

2002
1st Qtr,
2nd Qtr.
3rd Qtr.
4th Qtr.

1,131.56
1,068.45
894.55
887.91

1,879.85
1,641.53
1,308.17
1,346.07

10,105.27
9,912.70
8,487.59
8,400.17

1.39%
1.49%
1.76%
1.79%

2.15%
2.70%
3.68%
3.14%

2003
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

860.03
938.00

1,000.50
1,056.42

1 ,350.44
1 ,521 .92
1 ,765.96
1 ,934.71

8,122.83
8,684.52
9,310.57
9,856.44

1.89%
1.75%
1.74%
1.69%

3.57%
3.55%
3.87%
4.38%

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,133.29
1,122.87
1,104.15
1,162.07

2,041.95
1,984.13
1,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10,362.25

1.64%
1.71%
1.79%
1.75%

4.62%
4.92%
5.18%
4.83%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.86%

5.11%
5.32%
5.42%
5.60%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 ,283.04
1 ,281 .77
1,288.40
1 ,389.48

2,287.97
2,240.46
2,141.97
2,390.26

10,996.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91%
1.81%

5.61%
5.86%
5.88%
5.75%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,425.30
1 ,496.43
1,490.81
1,494.09

2,444.85
2,552.37
2,609.68
2,701,59

12,470.97
13,214.26
13,488.43
13,502.95

1.84%
1.82%
1.86%
1.91%

5.85%
5.65%
5.15%
4.51%

2008
1st Qtr.
2nd Qtr.
3rd Qtr.

1,350.19
1,371.65
1,251,94

2,332.91
2,426.26
2,290.87

12,383.86
12,508.59
11,322.40

2.11%
2.10%
2.29%

4.55%
4.01%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDA(
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic Indicators, various issues.
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AMERICAN WATER WORKS
CAPITAL STRUCTURE RATIOS

2006 - 2008

COMMON
EQUITY

PREFERRED
STOCK

LONG-TERM SHORT-TERM

$3,817,397
39.4%
43.9%

$1,779,043
M

20.5%

$3,096,404
31 .9%
35.6%

$1 ,007,128
10.4%

$4,542,046
47.5%
49.1%

$28,864

0.3%

$4,674,837
48.9%
50.6%

$316,969
3.3%

Sept. 30, 2008 $4,162,357
44.8%
47.0%

$28,774 $4,669,502
50.3%
52.7%

$423,021

Source: American Water Capital Corp. Prospectus for Senior Notes dated November 21, 2008
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PROXY WATER UTILITIES
COMMON EQUITY RATIOS

COMPANY 2003 2004 2005 2006 2007

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

43%
44%
46%
51%

48%
45%
51%
63%

47%
44%
51%
53%

50%
38%
55%
56%

50%
43%
57%
52%

Average 46% 52% 49% 50% 51%

Aus utility Reports Group

American States Water Co.
Aqua America, Inc,
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

43%
44%
37%
46%
52%
41%
54%
51%
50%

48%
45%
36%
51%
53%
46%
56%
63%
48%

47%
44%
38%
51%
55%
42%
57%
53%
46%

50%
38%
38%
55%
54%
49%
56%
56%
51%

50%
43%
48%
57%
50%
48%
52%
52%
48%

Average 46% 50% 48% 50% 50%

Villadsen Water Sample

American States Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

43%
44%
46%
52%
41%
54%
51%
50%

48%
45%
51%
53%
46%
56%
63%
48%

47%
44%
51%
55%
42%
57%
53%
46%

50%
38%
55%
54%
49%
56%
56%
51%

50%
43%
57%
50%
48%
52%
52%
48%

Average 48% 51% 49% 51% 50%

Source: AUS Utilitly Reports.



Exhibit (DCP-1 )
Schedule 5
Page 1 of 4

PRDXY WATER UTILITIES
DIVIDEND YIELD

COMPANY
September - November. 2008

LOW AVERAGE YIELD

Value Line Water Group

American States Water Co
Aqua America, Inc
California Water Service Group
Southwest Water Co

$41.20
$19.14
$42.50
$13.40

$27.00
$12.20
$27_68

$34.10
$15.67
$35.09

3.4%

Average

Aus Utility Reports Group

3.7%

$27.00
$12.20
$13.00
$27.68
$19.26
$12.05
$20.05

$34.10
$15.67
$15.27
$35.09
$24.11
$15.00
$25.24 2.6%

American States Water Co
Aqua America, Inc
Artesian Resources Corp
California Water Service Group
Connecticut Water Service. Inc
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Company

$41.20
$19.14
$17.53
$42.50
$28.95
$17.95
$30.42
$13.40
$14.56 $10.25 $12.46 3.9%

Average

Villadsen Water Sample

$27.00
$12.20
$27.68
$19.26
$12.05
$20.05

$34.10
$15.67
$35.09
$24.t 1
$15.00
$25.24

3.4%
3.3%
3.7%
4.7%
2.6%

American States Water Co
Aqua America, Inc
California Water Service Group
Connecticut Water Service. Inc
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Company

$41.20
$19.14
$42.50
$28.95
$17.95
$30.42
$13.40
$14.66 $10.25 $12.46 3.9%

Average

Source: Yahoo! Finance
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PROXY WATER UTILITIES
RETENTION GROWTH RATES

COMPANY 2003 2004 2005 2006 2007 Average 2008 2009 '11-'13 Average

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co .

-0.7%
4.8%
0.7%
65%

1.2%
4.8%
2.2%
1.5%

3.3%
5.0%
21%
2.2%

2.6%
4.1%
t.1%
2.7%

3.8%
3.2%
1.1%
-1.3%

2.0%
4.4%
1.4%
2.3%

4.5%
3.0%
2.5%
0.5%

5.5%
3.5%
4.0%
1.5%

7.5%
4.0%
5.5%
4.5%

5.8%
3.5%
4.0%
2.2%

Average 2.5% 3.9%

Aus Utility» Reports Group

4.5%
3.0%

5.5%
3.5%

7.5%
4.0%

5.8%
3.5%

2.5% 4.0% 5.5% 4.0%

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

-0.7%
4.8%
1.5%
0.7%
3.0%
-0.5%
4.5%
6.5%
2.5%

1.2%
4.8%
2.0%
2.2%
3.1 %
0.8%
4.7%
1.5%
2.5%

3.3%
5.0%
23%
2.1%
0.6%
0.5%
6.1%
2.2%
3.0%

2.5%
4.1%
4.0%
1.1%
-0.4%
1.5%
9.5%
2.7%
2.4%

3.8%
3.2%
2.4%
1.1%
1.6%
1.8%
3.4%
-1.3%
1.5%

2.0%
4.4%
2.5%
1.4%
1.6%
0.8%
5.6%
2.3%
2.4%

0.5% 1.5% 4.5% 2.2%

Average 2.6% 3.9%

Villadsen Water Sample

4.5%
3.0%
25%

5.5%
3.5%
4,0%

7.5%
4.0%
55%

5.8%
3.5%
4.0%

American States Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

-0.7%
4.8%
0.7%
3.0%
-0.5%
4.5%
6.5%
2.5%

1.2%
4.8%
2.2%
3.1%
0.8%
4.7%
1.5%
2.5%

3.3%
5.0%
2.1%
0.6%
0.5%
6.1%
2.2%
3.0%

2.8%
4.1%
1.1%
-0.4%
1.5%
9.5%
2.7%
2.4%

3.8%
3.2%
1.1 %
1.6%
1.8%
3.4%
-1 .3%
1.5%

2.0%
4.4%
1.4%
1.6%
0.8%
5.6%
2.3%
2.4%

0.5% 1.5% 4.5% 2.2%

Average 2.6% 4.4%

Source; AUS Utility Reports and Value Line Investment Survey.
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PROXY WATER UTILITIES
PER SHARE GROWTH RATES

COMPANY
5-Year Historic Growth Rates

BVPS Average
Est'd '05-'07 to '11-'13 Grovvth Rates

BVPS Average

Value Line Water Group

2.0%
8.5%

11.0% 5.0%
5.5% 5.5%

American States Water Co
Aqua America, Inc
CaliforniaWater Service Group
Southwest Water Co

10.0%

Average 4.9%

AUS Utility Reports Group

10.9%

0.7% 71% 10.0%

American States Water Co
Aqua America, Inc
Artesian Resources Corp
California Water Service Group
Connecticut Water Service. Inc
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Company

6.9%

Average 4.9%

Villadsen Water Sample

4.5%
108%

11.0%

10.0%

American StatesWater Co
Aqua America, Inc
California Water Service Group
Connecticut Water Service. Inc
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Company

9.5%

Average

Source: AUS Utility Reports and Value Line Investment Survey
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PROXY WATER UTILITIES
DCF COST RATES

COMPANY
ADJUSTED

YIELD

HISTORIC
RETENTION

GROWTH

PROSPECTIVE
RETENTION
GROWTH

HISTORIC
PER SHARE

GROWTH

PROSPECTIVE FIRST CALL
PER SHARE EPS
GRO\NTH GROWTH

AVERAGE
GROWTH

DCF
RATES

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

3.0%
3.5%
3.4%
2.8%

2.0%
4.4%
1 .4%
2.3%

5.8%
3.5%
4.0%
2.2%

35%
8.3%
3.8%
3.8%

6.2%
8.2%
5.3%
5.5%

4.0%
7.0%
a.o%
5.0%

4.3%
5.9%
4.5%
3.8%

7.3%
9.4%
7.9%
6.6%

Mean 3.2% 2.5% 3.9% 4.9% 5.8% 6.0% 4.6% 7.8%

Median 3.2% 2.2% 3.8% 3.8% 5.8% 6.0% 4.4% 7.6%

CompositeMean 5.7% 7.1% 8.1% 9.0% 9.2% 7.8%

Composite-Median 5.4% 7.0% 7.0% 9.0% 9.2% 7.6%

AUS Utility Reports Group

5.8%
3.5%

6.2%
6.2%

4.0% 5.3%

American States Water Co.
Aqua America, Inc.
ArtesianResources Corp
California WaterService Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
SouthwestWater Co.
York Water Company

3 0 %
3 5 %
4,B%
3.4%
3.B%
4.B%
2.6%
2.8%
4,0%

2.0%
4.4%
2.5%
1.4%
1 5 %
0.B%
5 5 %
2.3%
2.4%

2.2%

3.5%
8.3%
5.2%
3.8%
1.5%
3.9%
6.9%
3.8%
7.6%

5.5%

4.0%
7.0%
5.0%
8.0%
15.0%
8.0%

10.0%
5.0%
8.0%

4.3%
5.9%
4.2%
4.5%
6.0%
4.2%
7.5%
3.8%
6.0%

7.3%
9.4%
g_0%
7.9%
9.8%
9.1 %

10.2%
G.6%
10.0%

Mean 37% 2.6% 3.9% 4.9% 5.8% 7.8% 5.2% 8.8%

Median 3.5% 2.3% 3.8% 3.9% 5.8% 8.0% 4.5% 9.1%

CompositeMean 62% 7.5% 8.6% 9.4% 11.4% 8.8%

Composite-Median 5.9% 73% 75% 9.4% 11.5% 8.1%

Villadsen Water Sample

American States Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
Yor'k Water Company

3.0%
3.5%
3.4%
3.8%
4.8%
2.6%
2.8%
4.0%

2.0%
4.4%
1.4%
1.6%
0.8%
5.6%
2.3%
2.4%

5.8%
3.5%
4.0%

3.5%
8.3%
3.8%
1.5%
3.9%
6.9%
3.8%
7.6%

6.2%
6.2%
5.3%

4.0%
7_0%
8.0%
150%
8.0%
10.0%
5.0%
8.0%

4.3%
5.9%
4 5 %
6.0%
4.2%
7.5%
3.7%
6.0%

7.3%
9.4%
7.9%
9.8%
9.1%
10.2%
6.5%
10.0%

Mean 3.5% 2.6% 4.4% 4.9% 5.9% 8.1% 5.3% 8.8%

Median 3.5% 2.2% 4.0% 3.9% 6.2% 8.0% 5.2% 9.2%

Composite-Mean 6.1% 8.0% 8.4% 9.4% 11 .6°/» 8.8%

Composite-Median 57% 7.5% 7.4% 9.6% 11.5% 5.7%

Note; negative average growth rates excluded from above DCF analyses.



Exhibit (DCP-1 )
Schedule 6

STANDARD & POOR'S 500 COMPOSITE
20-YEAR u.s. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE
20-YEAR
T-BOND

RISK
PREMIUM

$1 ,977.00
$1 ,978.00
$1 ,979.00
$1 ,980.00
$1 ,981 .00
$1 ,982.00
$1 ,983.00
$1 ,984.00
$1 ,985.00
$1 ,986.00
$1 ,987.00
$1 ,988.00
$1 ,989.00
$1 ,990.00
$1 ,991 .00
$1 ,992.00
$1 ,993.00
$1 ,994.00
$1 ,995.00
$1 ,996.00
$1 ,997.00
$1 ,998.00
$1 ,999.00
$2,000.00
$2,001 .00
$2,002.00
$2,003.00
$2,004.00
$2,005.00
$2,006.00
$2,007.00

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$19.09
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.69
$27.59
$48.73
$58.55
$69.93
$81 .51
$66.17

$79.07
$85.35
$94.27

$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$215.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39
$529.59

15.00%
15.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17.11%
16.33%
14.62%
17.20%
16.22%
7.43%
8.36%
14.15%
14.98%
15.12%
17.03%
12.80%

7.90%
8.86%
9.97%

11.55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81%
8.19%
8.22%
7.26%
7.17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%
4.86%

7.10%
7.69%
5.09%
2.95%
-2.11 %
1.85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
2.23%
5.11%
6.07%
9.78%
9.02%
10.93%
9.69%
8.79%
11 .72%
9.72%
1 .90%
2.77%
9.35%
9.95%

11 .43%
12.35%
7.94%

Average 14.09% 7.69% 6.45%

Sources; Standard 8¢ Poor's Analysts' Handbook and Morningstar 2008 Yearbook.



Exhibit (DCP-1)
Schedule 7

PROXY WATER UTILITIES
CAPM COST RATES

COMPANY
RISK-FREE

RATE BETA
RISK

PREMIUM
CAPM
RATES

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

4.35%
4.35%
4.35%
4.35%

0.95
1.00
1.10
1.05

5.90%
5.90%
5.90%
5.90%

10.0%
10.3%
10.8%
10.5%

Mean 10.4%

Median 10.4%

AUS Utility Reports Group

0.95
1.00

10.0%
10.3%

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Company

4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%

1.10
0.80
0.90
1.15
1.05
0.50

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

10.8%
9.1%
9.7%
11.1%
10.5%
7.3%

Mean 9.8%

Median 10.1%

Villadsen Water Sample

American States Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%

0.95
1.00
1.10
0.80
0.90
1.15
1.05
0.50

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

10.0%
10.3%
10.8%
9.1%
9.7%
11.1%
10.5%
7.3%

Mean 9.8%

Median 10.1%

Sources: Value Line Investment Survey, Standard & Pool"s Analysts' Handbook, Morningstar
2008 Yearbook.
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Exhibit (DCP-1 )
Schedule 9

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 - 2007

YEAR
RETURN ON

AVERAGE EQUITY
MARKET-TO
BOOK RATIO

1992 12.2% 271%

1993 13.2% 272%

1994 16.4% 246%

1995 1G.6% 264%

1996 17.1% 299%

1997 16.3% 354%

4##¢##4¢ 14.6% 421%

###### 17.3% 481%

###### 16.2% 453%

###### 7.5% 353%

1»w##=## 8.4% 296%

###### 14.2% 278%

###### 15.0% 29t%

####l=# 16.1% 278%

###am## t7.0% 277%

#W¢##-# 12.8% 284%

Averages:

1992-2001 14.7% 341%

2003-2007 15.0% 282%

Source: Standard 8< Poor's Analyst's Handbook, 2008 edition, page 1



Exhibit (DCP-1 )
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Page 1 of 2

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE

BETA
VALUE LINE

FIN STR
se. P

STKRANK

S & P's 500
Composite 2.7 1.05 B++ B+

Value Line Water Group 3.0 1.03 B+ B+/A-

2.9 0.93 B+ B+/A-AUS Utility Reports Group

Villadsen Water Sample 2.9 0.93 B+ B+/A-

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the later representing the highest level.



Exhibit (DCP-1)
Schedule 10
Page 2 of 2

RISK INDICATORS

VALUE LINE
SAFETY

VALUE LINE
VALUE LINE
FINANCIAL
STRENGTH

STOCK
RANKINGCOMPANY

Value Line Water Group

B+American States Water Co
Aqua America, Inc
California Water Service Group
Southwest Water Co

B+

Average

AUS Utility Reports Group

American States Water Co
Aqua America, Inc
Artesian Resources Corp
California Water Service Group
Connecticut Water Service. Inc
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Company

Average

Villadsen Water Sample

American States Water Co
Aqua America, Inc
California Water Service Group
Connecticut Water Service. Inc
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Company

Average

Sources: Standard 8¢ Poor's Stock Guide and Value Line Investment Survey



Exhibit (DCP-1 )
Schedule 11

ARIZONA-AMERICAN WATER COMPANY
PRE-TAX COVERAGE

ITEM PERCENT
COST
RATE

WEIGHTED
COST

PRE-TAX
COST

Short-Term Debt 10.98% 5.37% 0.59% 0.59%

Long-Term Debt 47.40% 5.46% 2.59% 2.59%

Common Equity 41 .62% 10.000% 4.16% 6.94% (1)

TOTAL CAPITAL 100.00% 7.34% 10.12%

(1) Post-tax weighted cost divided by .60 (composite tax factor)

Pre-tax coverage = 10.12%/(0.59% + 2.59%)
3.18 x

Standard 8¢ Poor's Utility Benchmark Ratios:

A BBB

Pre-tax coverage (x)
Business Position:

3 2.8x - 3.4x 1.8x - 2.8x

Total Debt to Total Capital (%)
Business Position

3 50% - 55% 55% - 65%

Note: Standard & Poor's no longer employs the pre-tax coverage
ratios as one of its qualitative ratings criteria. The above-cited

S8<P benchmark ratios reflect the 1999 criteria reported by S8¢P.



Exhibn_(ncp-1)
Schedule 12

SUMMARY OF DISCOUNTED CASH FLOW AND CAPITAL ASSET PRICING MODEL RESULTS
AS DEVELOPED IN ARIZONA-AMERICAN WATER COMPANY WITNESS WLLADSEN'S TESTIMONY

Group/Company
Simple Mult i~Stage

DCF Results DCF Results
Long-Term Risk-Free Rale

CAPM Results ECAPM Results ECAPM Results
( 0 5 % (1 5%)

Short -Term Risk-Free Rate
CAPM Results ECAPM Results ECAPM Results ECAPM Results

(1.0%) (2%) (3%)

Water Sample

Amer ican States Water  Co.
Aqua Amer ica,  Inc
California Water  Service Group
Connect icut  Water Service,  Inc.
Middlesex Water
SJW Corporat ion
Southwest  Water  Co.
York Water  Company

9. 0%
13.1 %
12.1 %
4. 8%
4. 7%
12.4%
15.6%
3.B%

81 %
8. 6%
9. 2%
7 . 8%
7 8 %
7. 9%
8. 5%
7. 3%

10. 6%
9. 6%
12. 1 %
9 2 %
9 6 %

11. 6%
1 0 6 %
5 8 %

10.6%
9 7 %

12.0%
9.3%
9.7%

11.5%
10.6%
e.1 %

10. 7%
9. 9%
11.8%
9. 5%
9. 9%

11. 4%
10.7%
6. 9%

10. 0%
8. 8%

11. 8%
8. 2%
8. 8%

11. 2%
10. 0%
4 0 %

10. 0%
8. 9%

11. 6%
8. 4%
8. 9%

11. 0%
10. 0%
4. 8%

10. 0%
9. 1 %

11. 4%
8. 7%
9.1 %

10. 9%
10. 0%
5. 5%

10. 1%
9. 3%

11. 2%
8. 9%
9 3 %

10. 8%
10.1 %
5. 3%

M ean 9.4% 8 2 % 9 9 % 9.9% 10. 1% 9.1 % 9.2% 9. 3% 9. 5%

Median 1 0 5 % 8. 0% 10.1% 1 0 2 % 10. 3% 9. 4% 9. 5% 9.6% 9. 7%

Gas LDC Sample

AGL Resources
At  nos Energy
Nicor
Laclede Grojp
New Jersey Resources
Norhwest  Natural Gas
Piedmont  Natural Gas
South Jersey Inciustr ies
Southwest  Gas
WGL Resources

9 . 9%
10.1%
8. 5%
7. 7%
8. 1%
8.4%
9. 1%
10.4%
B.4%
7. 9%

9 5 %
9. 8%
9 3 %
9 0 %
8 3 %
8.2%
9 0 %
8. 5%
8. 1 %
8 9 %

9. 2%
9. 2%
10.6%
10.1%
9. 2%
9. 6%
9. 2%
9. 2%
9. 6%
9. 2%

9 . 3%
9. 3%
10.8%
10.2%
9. 3%
9. 7%
9. 3%
9. 3%
9. 7%
9. 3%

9 . 5%
9. 5%
10.7%
10.3%
9. 5%
9. 9%
9. 5%
9. 5%
9. 9%
9. 5%

8 . 2%
8. 2%
10. 0%
9. 4%
8. 2%
8. 8%
8. 2%
8. 2%
8. 8%
8. 2%

5 . 4%
8. 4%
10. 0%
9. 5%
8. 4%
8. 9%
8. 4%
8. 4%
8. 9%
8. 4%

si/'as
8 . 7%
10. 0%
9. 8%
8. 7%
9. 1%
8. 7%
8. 7%
9. 1%
8. 7%

8. 9%
8. 9%
10. 1%
9. 7%
8. 9%
9. 3%
8. 9%
8. 9%
9. 3%
8. 9%

Mean 8 9 % a.9% 9. 5% 9.6% 9 8 % 8. 6% 8 8 % 9 0 % 9. 2%

Median B.5% 9.0% 9 2 % 9.3% 9. 5% 8.2% 8. 4% 8 7 % 8.9%

Souroes;  Villadsen test imony,  Table Nos, BV6. BV-7, BV-10, BV-19, and BV-22.


